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HE  functions  and  responsibilities  of  the  Auditor  General  of  Canada  are  outlined 
in  Part  VII  of  the  Financial  Administration  Act,  R.S.,  c.  116. 


2.  In  accordance  with  the  requirement  of  section  70  of  the  Act,  a  Report  is  now 
made  to  the  House  of  Commons  on  the  results  of  the  audit  examinations  for  the  year 
ended  March  31,  1966.  Subsection  (1)  of  the  section  reads: 

The  Auditor  General  shall  report  annually  to  the  House  of  Commons  the  results  of 
his  examinations  and  shall  call  attention  to  every  case  in  which  he  has  observed  that 

(a)  any  officer  or  employee  has  wilfully  or  negligently  omitted  to  collect  or  receive 
any  money  belonging  to  Canada, 

(b)  any  public  money  was  not  duly  accounted  for  and  paid  into  the  Consolidated 
Revenue  Fund, 

(c)  any  appropriation  was  exceeded  or  was  applied  to  a  purpose  or  in  a  manner  not 
authorized  by   Parliament, 

(d)  an  expenditure  was  not  authorized  or  was  not  properly  vouched  or  certified, 

(e)  there  has  been  a  deficiency  or  loss  through  the  fraud,  default  or  mistake  of  any 
person,  or 

(/)  a  special  warrant  authorized  the  payment  of  any  money, 

and  to  any  other  case  that  the  Auditor  General  considers  should  be  brought  to  the  notice 
of  the  House  of  Commons. 

3.  The  Statement  of  Expenditure  and  Revenue  for  the  fiscal  year  ended  March  31, 
1966  and  the  Statement  of  Assets  and  Liabilities  as  at  that  date,  prepared  by  the  Depart- 
ment of  Finance  for  inclusion  in  the  Public  Accounts,  have  been  examined  and  certified 
by  me  as  required  by  section  69  of  the  Financial  Administration  Act,  subject  to  my 
comments  in  this  Report.  Copies  of  these  financial  statements  are  appended  as  Exhibits 
1  and  2.  The  Summary  of  Appropriations,  Expenditures  and  Unexpended  Balances  by 
Departments  and  the  Summary  of  Revenue  by  Main  Classifications  and  Departments, 
both  as  included  in  the  1966  Public  Accounts,  have  also  been  examined  and  certified  and 
copies  are  appended  as  Exhibits  3  and  4. 

Standing  Committee  on  Public  Accounts 

4.  The  Committee  met  only  once  during  1965  and  this  was  on  March  10  when  it 
approved  its  Ninth  Report  1964-65  which  was  submitted  to  the  House  on  March  15,  1965. 

It  did  not  consider  my  1964  Report  to  the  House  during  that  year  because  no  motion 
was  introduced  in  the  House  to  refer  the  Report  to  the  Committee.  It  will  be  recalled 
that  Parliament  was  dissolved  on  September  8,  1965  and  that  a  general  election  was 
held  on  November  8,  1965. 

The  Twenty-seventh  Parliament  opened  on  January  18,  1966  and  my  1965  Report 
to  the  House  was  tabled  in  the  House  on  February  1,  1966.  Although  the  Public  Accounts 
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Committee  was  organized  and  the  names  of  its  24  members  announced  on  February  7, 
1966,  the  motion  to  refer  my  1964  and  1965  Reports  to  this  Committee  was  not  intro- 
duced in  the  House  until  March  28,  1966.  The  Committee  commenced  its  examination 
of  these  Reports  on  April  5,  1966  and  is  still  in  session. 

Recommendations  and  Observations  by  the  Standing  Committee  on 
Public  Accounts  not  yet  implemented  or  dealt  with  by  Executive  action 

5.  In  my  Report  to  the  House  last  year  I  stated  that  40  Committee  recommendations 
had  not  been  implemented  or  dealt  with  by  Executive  action. 

In  the  course  of  its  meetings  during  the  period  April  5,  1966  to  July  5,  1966,  the 
Committee  was  advised  that  11  of  these  40  recommendations  had  since  been  implemented. 
Following  the  summer  recess  the  Committee  resumed  its  sittings  on  October  25  and 
between  this  date  and  November  3,  1966  presented  six  reports  to  the  House  containing 
its  recommendations  on  the  matters  examined  up  to  July  5,  1966. 

These  reports  not  only  contained  new  recommendations  but  also  reiterated  previous 
ones  on  which  no  action  had  been  taken.  Several  of  these  date  back  to  1961. 

Particulars  of  the  Committee  recommendations  awaiting  Executive  action  at  this 
time  are  shown  in  Appendix  1.  They  now  total  49  compared  with  the  40  shown  last  year. 


Scope  of  the  Audit 

6.  Examinations  of  the  departmental  accounts  for  the  year  ended  March  31,  1966 
were  made  in  conformity  with  section  67  of  the  Financial  Administration  Act  which 
reads: 

The  Auditor  General  shall  examine  in  such  manner  as  he  may  deem  necessary  the 
accounts  relating  to  the  Consolidated  Revenue  Fund  and  to  public  property  and  shall 
ascertain  whether  in  his  opinion 

(a)  the  accounts  have  been  faithfully  and  properly  kept, 

(i>)  all  public  money  has  been  fully  accounted  for,  and  the  rules  and  procedures  applied 
are  sufficient  to  secure  an  effective  check  on  the  assessment,  collection  and  proper 
allocation  of  the  revenue, 

(c)  money  has  been  expended  for  the  purposes  for  which  it  was  appropriated  by 
Parliament,  and  the  expenditures  have  been  made  as  authorized,  and 

(d)  essential  records  are  maintained  and  the  rules  and  procedures  applied  are  sufficient 
to  safeguard  and  control  public  property. 


Our  examinations  continued  to  include  a  general  review  of  the  accounting  procedures 
and  such  tests  of  the  accounting  records  and  other  supporting  evidence  as  we  considered 
necessary  in  the  circumstances. 

The  attention  of  responsible  administrative  and  accounting  officers  was  directed  w 
transactions  which,  in  the  Audit  Office  view,  were  not  in  harmony  with  annual  parliamen- 
tary appropriations  or  continuing  statutory  financial  directions,  or  which  lacked  con- 
formity with  Executive  orders  or  regulations. 
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Our  examinations  extended  to  all  departments,  Crown  corporations  and  other  agen- 
cies of  the  Government  of  Canada,  excepting  those  corporations  and  other  instrumentali- 
ties listed  in  paragraph  188  whose  accounts  were  subject  to  examination  by  other  auditors. 

During  the  course  of  their  work,  members  of  the  staff  of  the  Audit  Office  were  given 
full  access  to  all  vouchers,  records  and  files  of  the  various  departments,  Crown  corpora- 
tions and  other  agencies.  In  addition,  they  were  readily  provided  with  all  supplementary 
information  and  explanations  required.  I  should  like  to  express  my  appreciation  for  the 
co-operation  thus  extended  by  departmental  and  treasury  officers  and  by  the  administra- 
tive and  accounting  officers  of  Crown  corporations  and  other  agencies. 

The  Audit  Office  has  continued  to  follow  its  practice  of  addressing  detailed  reports  to 
the  executive  boards  of  Crown  corporations  and  other  agencies  covering  the  results  of  its 
examinations.  These  reports  give  a  broad  summary  of  the  results  of  operations  for  the 
financial  year  in  comparison  with  previous  years,  and  make  comments  and  offer  sugges- 
tions regarding  weaknesses  in  internal  control  and  other  matters  noted  during  the  audit. 
Matters  dealt  with  in  these  reports  that  are  considered  to  be  of  interest  to  the  House  of 
Commons  are  referred  to  in  the  relevant  sections  of  this  Report. 

Findings  of  the  Royal  Commission  on  Government  Organization 

7.  In  my  Report  to  the  House  last  year  I  referred  to  the  request  of  the  Public 
Accounts  Committee  in  1964  that  I  follow  through  and  ascertain  what  action  had  been 
taken  with  regard  to  the  findings  of  this  Royal  Commission  (1960  to  1963)  relating  to 
outdated  procedures,  uneconomical  operations  and  wasteful  practices.  I  advised  the  House 
that,  following  a  study  by  the  Audit  Office  last  year  in  32  departments  and  agencies  where 
conditions  giving  rise  to  the  450  findings  were  known  to  exist,  it  was  found  that  action 
had  been  taken  in  only  about  one-quarter  of  the  cases.  The  results  of  this  study  have  not 
yet  been  reviewed  by  the  Public  Accounts  Committee  in  its  examination  of  my  1965 
Report. 

The  principal  change  during  the  past  year  was  an  announcement  by  the  President 
of  the  Treasury  Board  on  April  7,  1966  that  25  more  recommendations  made  by  the  Royal 
Commission  had  been  approved.  This  leaves  151  recommendations  not  yet  disposed  of 
out  of  the  original  276. 

In  my  opinion  a  detailed  examination  of  each  of  the  findings  is  long  overdue.  The  24 
reports  of  the  Royal  Commission  specifically  stated  the  conditions  that  were  found  to 
exist  and  our  study  last  year  confirmed  their  continued  existence  in  73%  of  the  cases.  I 
believe  that  prompt  action  by  those  responsible  could  yield  substantial  savings  in  public 
funds  in  future  years. 

Meanwhile,  administrative  overhead  in  departments  and  agencies  continues  to  rise 
;  substantially  in  terms  of  staff  needs  and  office  costs.  I  advised  the  House  last  year  that 
when  this  Royal  Commission  concluded  its  work  in  1962-63,  administrative  overhead  in 
terms  of  staff  needs  and  office  costs  was  to  the  order  of  $1,000  million.  The  comparable 
figure  presently  estimated  for  1966-67  is  $1,325  million,  an  increase  of  over  30%  during 
the  past  four  years.  Some  explanation  of  this  can  be  found  in  the  Summary  of  Employees 
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(Appendix  2)  which  shows  that  the  number  of  employees  authorized  for  departments, 
Crown  corporations  and  other  instrumentalities  at  March  31,  1966  had  increased  by 
10,965  over  the  past  year.  This  brings  to  20,512  the  increase  in  the  number  of  employees 
authorized  since  the  Royal  Commission  published  its  findings. 

Office  of  the  Auditor  General 

8.  The  staff  establishment  authorized  for  the  Audit  Office  was  221  employees  during 
the  year.  The  working  strength  at  November  30,  1966  totalled  203  employees. 

During  its  current  meetings  the  Public  Accounts  Committee  has  reviewed  the  func- 
tion and  operations  of  the  Office  of  the  Auditor  General  at  length.  It  will  be  recalled 
that  the  Committee  had  made  three  recommendations  in  its  1963  and  1964  reports  to 
the  House  designed  to  ensure  the  independence  of  the  Office  and  to  improve  parlia- 
mentary control  of  public  funds. 

In  expressing  its  regret  that  no  action  had  been  taken  with  respect  to  these  recom- 
mendations, the  Committee  reported  to  the  House  on  June  28,  1966  as  follows: 

(1)  It  continues  to  be  the  opinion  of  the  Committee  that  it  is  fundamental  that  the  Office 
of  the  Auditor  General  of  Canada  be  strong,  capable,  efficient  and  equipped  to  operate 
in  accordance  with  the  high  standards  of  independence  and  objectivity  expected  of 
professional  accountants.  The  Committee  has  been  particularly  pleased  to  note  in  this 
connection  that  the  Office  was  recently  accorded  the  right  by  the  Institutes  of  Chartered 
Accountants  of  Quebec  (1964)  and  Ontario  (1966)  to  article  students-in-accounts. 
The  Committee  believes  that  as  an  officer  of  Parliament,  the  Auditor  General  should 
have  the  right  to  recruit  the  professional  and  senior  staff  he  needs,  in  the  same  inde- 
pendent manner  as  do  other  officers  of  Parliament  and  that  the  Auditor  General's 
establishment  be  set  in  the  same  manner  as  government  departments. 

(2)  The  Committee  noted  that  although  this  officer  of  Parliament  is  the  auditor  of  the 
majority  of  the  Crown  corporations,  it  has  not  been  the  practice  of  successive  govern- 
ments to  appoint  the  Auditor  General  the  auditor  of  seven  of  the  Crown  corporations  and 
other  public  instrumentalities  and  that  therefore  their  accounts  have  not  been  examined 
and  reported  upon  by  him  to  the  House.  The  Committee  expressed  its  belief  that  it 
would  be  in  the  best  interests  of  Parliament  in  its  control  of  public  funds  were  the 
Auditor  General  empowered  to  audit  the  accounts  of  all  of  the  Crown  corporations, 
agencies  and  public  instrumentalities  owned  or  controlled  by  the  Crown,  wherever 
they  may  be,  and  to  report  thereon  to  the  House. 

The  Committee  again  recommends: 

(a)  that  the  Auditor  General  be  appointed  either  the  sole  auditor  or  a  joint 
auditor  pursuant  to  subsection  (2)  of  section  77  of  the  Financial  Administra- 
tion Act,  of  each  Crown  corporation,  agency  and  other  public  instrumentality 
in  respect  of  which  other  auditors  have  been  or  may  be  appointed; 

(b)  that  in  cases  where  other  auditors  are  appointed,  they  function  as  joint  auditors 
with  the  Auditor  General,  and  that  such  appointments  be  made  by  the  Gov- 
ernment. 

(3)  The  Committee  noted  that  pursuant  to  the  provisions  of  section  75  of  the  Financial 
Administration  Act,  an  officer  of  the  public  service  nominated  by  the  Treasury  Board 
examines  and  certifies  to  the  House  of  Commons  in  accordance  with  the  outcome  of  his 
examinations  the  receipts  and  disbursements  of  the  Office  of  the  Auditor  General 
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For  the  purpose  of  preserving  the  independence  of  the  Office  of  the  Auditor  General, 
the  Committee  again  recommends  that  this  section  of  the  Financial  Administration 
Act  be  amended  to  provide  that  the  receipts  and  disbursements  of  the  Office  of  the 
Auditor  General  be  examined  by  a  qualified  person  nominated  by  Parliament  through 
its  Standing  Committee  on  Public  Accounts,  and  that  such  person  should  report  thereon 
to  the  House  of  Commons. 

(4)  The  Committee  has  noted  that  whereas  the  salaries  paid  to  the  senior  deputy  ministers 
and  others  were  substantially  increased  with  effect  from  December  1,  1965,  no  proposal 
has  been  made  to  the  House  by  the  Government  to  adjust  the  salary  of  the  Auditor 
General  whose  salary  is  fixed  pursuant  to  section  65  (2)  of  the  Financial  Administration 
Act. 

In  order  to  render  the  Auditor  General  independent  of  the  Executive  in  this  regard, 
the  Committee  recommends  that  section  65(2)  of  the  Financial  Administration  Act  be 
amended  to  provide  that  the  Auditor  General  shall  out  of  the  Consolidated  Revenue 
Fund  be  paid  a  salary  not  less  than  the  highest  amount  being  paid  to  a  senior  deputy 
minister  in  the  public  service  of  Canada. 

(5)  The  Committee  is  of  the  opinion  that  all  of  the  characteristics,  duties  and  functions 
of  the  Office  of  the  Auditor  General,  including  the  foregoing  recommendations,  should 
be  set  out  in  a  separate  Act  of  Parliament  governing  this  Office  instead  of  being  a 
part  of  the  Financial  Administration  Act. 

The  Committee  is  requesting  the  Auditor  General  to  consult  his  legal  advisers  and  to 
co-operate  with  them  in  drafting  such  an  Act  for  submission  to  the  Committee  and 
to  the  Government. 

The  first  four  of  the  above  recommendations  of  the  Public  Accounts  Committee 
will  be  recognized  as  recommendations  for  action  by  the  House  of  Commons. 

The  fifth  recommendation  includes  a  request  that  the  Auditor  General  consult  with 
his  legal  advisers  and  co-operate  with  them  in  drafting  a  separate  Act  of  Parliament 
governing  the  Office  of  the  Auditor  General,  for  submission  to  the  Committee  and  to  the 
Government  in  due  course.  I  have  complied  with  this  request  and  I  am  submitting  this 
draft  legislation  to  the  Chairman  of  the  Public  Accounts  Committee  and  to  the  Minister 
of  Finance  concurrently  with  my  delivery  of  this  Report  to  the  Minister  of  Finance  for 
tabling  in  accordance  with  section  70(2)  of  the  Financial  Administration  Act. 
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9.  The  Statement  of  Expenditure  and  Revenue  for  the  fiscal  year  ended  March  31, 
1966,  prepared  by  the  Department  of  Finance  for  inclusion  in  the  Public  Accounts  and 
certified  by  the  Auditor  General  as  required  by  section  64  of  the  Financial  Administration 
Act,  is  reproduced  as  Exhibit  1  to  this  Report.  The  Statement  shows  a  deficit  of  $39 
million  for  the  year.  By  comparison,  there  were  deficits  of  $38  million  in  the  preceding 
year  and  $619  million  in  1963-64. 

Expenditure 

10.  The  Summary  of  Appropriations,  Expenditures  and  Unexpended  Balances  by 
Departments  for  the  fiscal  year  ended  March  31,  1966,  as  published  in  the  Public 
Accounts,  is  reproduced  as  Exhibit  3  to  this  Report  and  shows  appropriations  of  $7,998 
million,  expenditures  of  $7,735  million  and  unexpended  balances  of  $263  million. 

11.  Of  the  $7,998  million  of  appropriations  available  for  expenditure  in  the  year, 
$3,180  million  was  provided  by  continuing  statutory  authorities  and  $4,776  million 
was  granted  by  Appropriation  Acts  (Nos.  1,  3,  4,  5  and  6  of  1965  and  Nos.  1,  2  and  4  of 
1966)  while  $42  million  remained  available  from  continuing  1964-65  appropriations  (De- 
partment of  Labour  Votes  5,  6  and  8) . 

Of  the  $7,735  million  of  expenditure  during  the  year,  $3,180  million  (41%)  was 
incurred  under  the  continuing  statutory  authorities,  with  $4,555  million  (59%)  being 
spent  under  the  authority  of  appropriations  granted  for  the  year  and  continuing  appro- 
priations of  the  previous  year. 

Of  the  $263  million  of  unexpended  balances  at  the  year-end,  $174  million  lapsed  in 
compliance  with  section  35  of  the  Financial  Administration  Act  and  $89  million  per- 
taining to  the  following  departments  and  votes  remained  available  for  expenditure  in 
1966-67  because  of  the  special  wording  of  the  appropriations: 


Department 


Vote 


Citizenship  and  Immigration 
(transferred  from  Depart- 
ment  of  Labour)    6 

Finance  50 


Finance 


15 


Labour  8 

Mines  and  Technical  Surveys        62 
Transport  112 


Particulars  Amount 


Winter   works    incentive    program    $  39,170,000 

Forgiveness  of  indebtedness  under  terms  of 
Municipal  Development  and  Loan  Act, 
1963,  c.13    22,000,000 

To  supplement  estimates  of  other  departments 
in  connection  with  the  winter  construction 
and  repair  program    4,339,000 

Winter  house  building  incentive  program   . . .       15,388,000 

Subsidy  to  San  Antonio  Gold  Mines  Limited  .  7,000 

Trunk  highway  program  of  the  Atlantic  De- 
velopment Board  7,905,000 

S  88,809,000 
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12.  The  lapsed  balances  of  $174  million  represented  3.6%  of  the  $4,818  million  of 
appropriations  under  Appropriation  Acts.  This  compares  with  lapsed  balances  of  3.5% 
of  the  amounts  available  in  the  preceding  year  and  4.1%  in  1963-64.  In  the  following 
cases  the  lapsed  balances  represented  more  than  10%  of  the  appropriations  under  the 
Appropriation  Acts: 

Lapsed 

Appropriations  Amount  % 

Board  of  Broadcast  Governors  $       493,000             $       110,000  22 

Canada  Emergency  Measures  Organization   9,744,000  2,000,000  21 

Industry    36,025,000  6,723,000  19 

Secretary   of  State    27,840,000  3,843,000  14 

Labour     45,029,000  5,647,000  13 

Trade  and  Commerce   52,509,000  6,435,000  12 

Public  Printing  and  Stationery   3,409,000  356,000  10 

13.  The  following  summary  compares  expenditure  for  the  fiscal  year  1965-66  with 
the  corresponding  figures  for  the  two  previous  years: 

1965-66  1964-65  1963-64 

Agriculture   $  186,264,000        $      165,724,000        $      225,681,000 

Atomic  Energy  54,450,000  46,565,000  45,955,000 

Canadian   Broadcasting   Corporation    97,459,000  87,969,000  87,576,000 

Citizenship  and  Immigration  238,567,000  180,997,000  200,752,000 

External  Affairs    152,546,000  131,187,000  97,023,000 

Finance    1,850,679,000  1,622,642,000  1,446,888,000 

Fisheries    34,526,000  25,593,000  23,716,000 

Forestry    57,135.000  49,754,000  41,816,000 

Industry    29,301,000  23,789,000  19,702,000 

Mines  and  Technical  Surveys  107,358,000  94,324,000  87,166,000 

National  Defence    1,548,447,000  1,537,835,000  1,685,981,000 

National  Health  and  Welfare   1,175,122,000  1,300,598,000  1,206,354,000 

National  Research  Council,  including  Medi- 
cal Research  Council   74,3S7,000  56,642,000  47,260,000 

National    Revenue    94,972,000  86,909,000  82,996,000 

Northern  Affairs  and  National  Resources  . .  156,434,000  127,306,000  113,163,000 

Post    Office    240,206,000  210,459,000  206,895,000 

Public  Works    256,526,000  224,058,000  154,307,000 

Royal  Canadian  Mounted  Police  81,959,000  76,199,000  66,899,000 

Solicitor    General    56,875,000  39,278,000  27,947,000 

Trade  and  Commerce   46,074,000  54,797,000  32,533,000 

Transport    508,744,000  466,519,000  422,867,000 

Unemployment  Insurance  Commission   98,038,000  94,792,000  88,414,000 

Veterans  Affairs   369,652,000  352,098,000  332,800,000 

Other    departments    219,074,000  162,241,000  127,710,000 


$   7,734,795,000        $   7,218,275,000        S   6,872,401,000 


Comments  are  made  in  the  following  paragraphs  regarding  the  significant  increases 
or  decreases  in  expenditure  charged  to  individual  appropriations  or  groups  of  appro- 
priations which  mainly  accounted  for  the  variation  between  the  totals  listed  above  for 
1965-66  and  1964-65. 
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14.  Agriculture.  Expenditure  by  this  Department  increased  by  $21  million  (12%) 
due  principally  to  an  increase  of  $11  million  (15% )  in  grants,  contributions  and  subsidies 
by  the  Production  and  Marketing  Branch,  and  increased  expenditure  by:  Research 
Branch,  $3.8  million  (13%) ;  Land  Rehabilitation,  Irrigation  and  Water  Storage  Projects, 
$2  million  (7.5%);  Health  of  Animals  Branch,  $1.5  million  (11%);  and  the  Board  of 
Grain  Commissioners,  $.6  million  (9%). 

15.  Atomic  Energy.  The  net  increase  of  $7.9  million  (17% )  under  this  heading  com- 
prises increases  of  $4.8  million  (14%)  for  the  operating  expenditure  and  $2.7  million 
(26%)  for  the  capital  research  program  of  Atomic  Energy  of  Canada  Limited,  and 
$377,000  for  the  operations  of  the  Atomic  Energy  Control  Board. 

16.  Canadian  Broadcasting  Corporation.  The  increase  of  $9.5  million  (11%)  was 
due  mainly  to  an  increase  of  $7.1  million  in  the  cost  of  production  and  distribution  of 
programs,  $635,000  in  interest  on  funds  advanced  to  the  Corporation  to  meet  its  capital 
requirements,  and  provision,  for  the  first  time,  of  funds  to  meet  loan  repayment  instal- 
ments, $712,000.  Loans,  less  repayments,  of  $12  million  were  made  to  the  Corporation 
to  meet  its  capital  requirements  compared  with  $14  million  in  the  previous  year. 

17.  Citizenship  and  Immigration.  Expenditure  increased  by  $58  million  (32%). 
This  was  due  mainly  to  increases  of  $56  million  (57%)  in  payments  to  provinces  to 
provide  assistance  for  technical  and  vocational  schools  and  training  programs,  $2.1 
million  (17%)  in  the  operations  of  the  Immigration  Branch,  mainly  in  providing 
additional  field  and  inspection  services  at  home  and  abroad,  $1  million  (4.8%)  in 
administration  of  the  National  Employment  Service  and  $.7  million  (24%)  in  depart- 
mental administration,  offset  by  reductions  of  $1.7  million  (4%)  in  payments  under 
the  municipal  winter  works  incentive  program  and  $.9  million  in  payments  under  the 
older  worker  employment  and  training  incentive  program  which  was  discontinued 
in  1964-65. 

18.  External  Affairs.  The  increase  of  $21  million  (16%)  is  accounted  for  largely  by 
a  special  voluntary  contribution  of  $4.3  million  to  the  United  Nations,  which  had  no 
counterpart  in  1964-65,  and  increases  in:  contributions  to  international  economic  and 
special  aid  programs,  $6.9  million  (71%);  external  aid,  $4.6  million  (5.7%);  and  costs 
of  headquarters  administration  and  representation  abroad,  $4.9  million  (17%). 

19.  Finance.  There  was  an  increase  of  $228  million  (14%  )  due  mainly  to:  an  increase 
of  $108  million  (30%)  in  subsidies  and  other  payments  to  provinces,  including  payments 
of  $81  million  under  the  Established  Programs  (Interim  Arrangements)  Act,  1964-65, 
c.  54,  which  had  no  counterpart  in  the  previous  year;  an  increase  of  $60  million  (5.7%) 
in  public  debt  charges;  an  increase  of  $31  million,  from  $3  million  to  $34  million,  in  the 
forgiveness  of  indebtedness  under  the  Municipal  Development  and  Loan  Act,  1963,  c.  13; 
and  an  increase  of  $16  million  (160%)  in  the  amortization  of  deferred  charges  pertaining 
to  special  contributions  to  the  Public  Service  Superannuation  Account. 
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20.  Fisheries.  The  increase  of  $8.9  million  (35% )  was  due  mainly  to  increased  costs 
of  $2.3  million  (17%)  for  operation  and  maintenance,  $2.4  million  (176%)  for  construc- 
tion or  acquisition  of  works  and  equipment  and  $2.4  million  (155%)  for  grants  and 
subsidies. 

21.  Forestry.  Expenditure  increased  by  $7.4  million  (15%)  due  in  large  part  to  a 
$3.9  million  (42%)  increase  in  payments  in  respect  of  projects  and  programs  under  the 
Agricultural  Rehabilitation  and  Development  Act,  1960-61,  c.  30,  a  $1.9  million  (10%) 
increase  in  freight  and  storage  assistance  payments  on  western  feed  grains  and  a  $1.5 
million  (15%)  increase  in  administration,  operation  and  maintenance  costs. 

22.  Industry.  Expenditure  increased  by  $5.5  million  (23% )  due  to  an  increase  of 
$1.7  million  (51%)  in  administration  costs  and  an  increase  of  $3.8  million  (19%)  in 
costs  of  sustaining  technological  capability  in  Canadian  industry. 

23.  Mines  and  Technical  Surveys.  Expenditure  increased  by  $13  million  (14%). 
Major  increases  were:  $2.5  million  (28%)  for  marine  surveys  and  research;  $1.9  million 
(155%)  for  subventions  under  the  Atlantic  Provinces  Power  Development  Act,  1957-58, 
c.  25;  $1.3  million  (21%)  in  contributions  to  the  provinces  for  the  development  of  roads 
leading  to  resources  and  of  campgrounds  and  picnic  areas;  $1.1  million  (15%)  for  field 
and  air  survey  operations;  and  $1  million  (18%)  for  mining  and  metallurgical  investi- 
gations. Expenditure  on  the  construction  of  the  Dominion  Astrophysical  Observatory  at 
Victoria,  B.C.,  was  $1.8  million  compared  with  only  $77,000  in  the  preceding  year. 

24.  National  Defence.  Although  the  expenditure  of  $1,548  million  represented  an 
increase  of  less  than  1%  over  the  preceding  year,  significant  changes  occurred  in  several 
individual  expenditure  classifications.  There  was  an  increase  of  $18  million  (4%)  in 
Defence  Services — Army,  and  a  decrease  of  $20  million  (3%)  in  Defence  Services — Air 
Force.  Development  expenditure  increased  $13  million  (74%)  and  defence  research  in 
Canadian  industry  increased  $1.5  million  (39%).  Mutual  Aid  decreased  $13  million 
(47%).  Not  included  in  the  expenditure  for  Defence  Services — Army  were  outlays  of 
$1  million  charged  to  the  National  Defence  Replacement  of  Materiel  Account  during 
the  year. 

25.  National  Health  and  Welfare.  Expenditure  decreased  by  $125  million  (10%) 
which  comprised  reductions  of  $114  million  (26%)  in  payments  pursuant  to  the  Hospital 
Insurance  and  Diagnostic  Services  Act,  1957,  c.  28,  $28  million  (38%)  in  payments 
under  the  various  programs  of  categorical  allowances,  $7.3  million  (21%)  in  general 
health  grants,  $5.8  million  (5.4%)  in  payments  under  the  Unemployment  Assistance  Act, 
1956,  c.  26,  and  $3.9  million  (18%)  in  hospital  construction  grants,  offset  in  part  by 
increases  of  $20  million  (73%)  in  youth  allowances,  which  were  in  effect  for  a  full  year 
compared  with  seven  months  in  the  prior  year,  $6  million  (1.1%)  in  family  allowances 
and  $5  million  (15%)  for  medical  services,  most  of  which  related  to  construction  costs 
of  the  Charles  Camsell  Hospital.  The  substantial  decrease  in  departmental  expenditure 
resulted  from  the  Province  of  Quebec  opting  out  of  shared-cost  programs  from  January  1, 
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1965,  consequent  on  the  Province  obtaining  certain  tax  concessions  under  the  Established 
Programs  (Interim  Arrangements)  Act,  1964-65,  c.  54.  Payments  to  the  Province  of 
Quebec  for  January,  February  and  March  1965  amounting  to  $32  million  were  recover- 
able from  payments  to  that  Province  by  the  Department  of  Finance  under  the  Established 
Programs  (Interim  Arrangements)  Act.  This  amount  was  recorded  as  a  refund  of  expendi- 
ture under  the  Hospital  Insurance  and  Diagnostic  Services  Act  in  1965-66,  thus  reducing 
the  year's  recorded  expenditure  by  $32  million. 

26.  National  Research  Council,  including  Medical  Research  Council.  The  $18  million 
(31%)  increase  in  expenditure  was  due  largely  to  an  increase  of  $11  million  (45%)  in 
scholarships,  grants  in  aid  of  research  and  assistance  towards  research  in  industry,  and  an 
increase  of  $6.3  million  (20%)  in  general  administration  costs. 

27.  National  Revenue.  Of  the  $8.1  million  (9.3% )  increase  in  expenditure,  $3.5 
million  (7.8%)  was  in  the  Customs  and  Excise  Division  and  $4.6  million  (11%)  in  the 
Taxation  Division.  The  increases  were  due  to  higher  administration  costs. 

28.  Northern  Affairs  and  National  Resources.  Expenditure  of  this  Department  in- 
creased by  $29  million  (23%)  with  $17  million  of  this  due  to  increased  activities  of  the 
Indian  Affairs  Branch  where  expenditure  on  social  programs,  including  implementation 
of  an  accelerated  five-year  plan  to  provide  housing  on  Indian  reserves,  increased  by 
$8.1  million  (49%),  education  costs  by  $6  million  (17%),  and  economic  development 
expenditure  by  $1.1  million  (38%).  Northern  Administration  Branch  expenditure 
increased  by  $8.3  million  (23%)  of  which  $2.1  million  (9%)  pertained  to  operation  and 
maintenance  costs  and  $5.2  million  (63%)  to  expenditure  on  construction  of  buildings, 
works,  roads  and  bridges.  In  the  National  Parks  Branch  there  was  an  increase  of  $3.8 
million  (15%),  of  which  $2.3  million  was  in  the  costs  of  operation  and  maintenance  and 
$1.5  million  (11%)  in  expenditure  on  construction. 

29.  Post  Office.  The  expenditure  of  this  Department  increased  by  $30  million  (14% ) 
due  largely  to  increased  salary  costs  of  $25  million  (19%)  and  increased  cost  of  transport- 
ing mail  by  land  and  air  of  $3.5  million  (5.1%). 

30.  Public  Works.  There  was  an  increase  of  $32  million  (14% )  in  expenditure  by  this 
Department.  The  largest  item  was  an  increase  of  $14  million  (16%)  for  accommodation 
services,  including  an  increase  of  $4.5  million  in  rental  costs.  Expenditure  in  connection 
with  Trans-Canada  Highway  construction  increased  by  $7  million  (10%)  and  harbours 
and  rivers  expenditure  increased  by  $5  million  (17%).  General  administration  expenses 
increased  by  $3.8  million  (31%)  and  those  in  respect  of  the  ice  control  structure  in  the 
Montreal  harbour  area  by  $1.7  million  (29%). 

31.  Royal  Canadian  Mounted  Police.  Expenditure  increased  by  $5.8  million  (7.6%). 
Of  this  amount  $3.8  million  was  due  to  increases  in  pay  and  pension  benefits  and  the 
balance  to  the  general  increases  in  operating  costs. 
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32.  Solicitor  General.  Of  the  increase  of  $18  million  (45%)  in  expenditure,  $15  mil- 
lion (107%)  represented  increases  for  construction  and  improvements  of  penitentiaries 
and  $3  million  (12%)  for  their  administration,  operation  and  maintenance. 

33.  Trade  and  Commerce.  The  decrease  of  $8.7  million  (16%)  resulted  from  there 
being  no  counterpart  in  1965-66  for  the  payment  of  $19  million  made  in  1964-65  to  the 
Canadian  Corporation  for  the  1967  World  Exhibition.  Retroactive  salary  adjustments, 
together  with  increases  in  the  number  of  personnel,  largely  accounted  for  greater  expen- 
diture by  the  Dominion  Bureau  of  Statistics,  $1.5  million  (12%),  and  the  Canadian  Gov- 
ernment Travel  Bureau,  $1.4  million  (29%).  The  Canadian  Government  Participation 
in  the  1967  World  Exhibition  expenditures  were  $4.6  million  compared  with  $840,000  in 
1964-65.  Expenditures  on  the  1966  quinquennial  census  were  $921,000  compared  with 
$20,000  in  1964-65. 

34.  Transport.  The  expenditure  of  $509  million  represented  an  increase  of  $42  mil- 
lion (9%)  over  the  preceding  year.  This  was  accounted  for  largely  by  increased  expendi- 
ture of:  $20  million — to  $85  million — for  marine  services,  mainly  for  the  construction 
of  Canadian  Coast  Guard  ships  and  facilities  and  for  the  administration,  operation  and 
maintenance  thereof;  $19  million — to  $88  million — in  interim  payments  to  railways 
to  maintain  freight  rates  at  reduced  levels;  and  $14  million— to  $24  million — for  the 
construction  of  coastal  ferries,  docks  and  terminals.  Other  significant  increases  were: 
$11  million — to  $143  million — in  air  services,  mainly  in  respect  of  administration,  opera- 
tion and  maintenance  of  the  various  facilities;  $9  million — to  $41  million — in  capital 
subsidies  for  the  construction  of  commercial  and  fishing  vessels;  and  $9  million  to  the 
Railway  Grade  Crossing  Fund.  Offsetting  these  increases  were  reductions  of:  $19  million — 
from  $27  million — for  The  St.  Lawrence  Seaway  Authority  in  reimbursement  of  the 
Welland  Canal  deficit;  $14  million — from  $24  million — in  railway  construction  subsidies; 
and  $5  million — from  $38  million — in  the  deficit  of  the  Canadian  National  Railways.  Also, 
there  was  no  counterpart  in  1965-66  for  the  expenditure  incurred  by  the  Department  in 
the  preceding  year  in  refunding  $2  million  of  air  route  facility  fees. 

35.  Unemployment  Insurance  Commission.  The  expenditure  of  $98  million  rep- 
resented an  increase  of  $3.2  million  (3.4%).  This  was  more  than  accounted  for  by  an 
increase  of  $3.5  million  (5.7%)  in  the  Government's  statutory  contribution  to  the 
Unemployment  Insurance  Fund. 

36.  Veterans  Affairs.  The  expenditure  of  $370  million  was  $18  million  (5%)  higher 
than  in  the  preceding  year.  The  significant  increases  were  $8.8  million  (9%)  in  war 
veterans  allowances  and  assistance,  $5.2  million  (2.9%)  in  pensions  for  disability  and 
death  and  $3.6  million  (8%)  in  operation  and  maintenance  of  treatment  services.  The 
higher  rates  put  into  effect  on  September  1,  1964,  paid  for  the  full  year,  were  the  main 
factor  contributing  to  the  increases  in  allowances  and  pensions.  Higher  salaries  and 
wages  accounted  largely  for  the  increase  in  the  cost  of  treatment  services. 
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37.  Other  departments.  Expenditure  by  "Other  departments"  totalled  $219  million, 
an  increase  of  $57  million  (35%).  An  increase  of  $19  million  (453%)  in  expenditure  of 
the  Atlantic  Development  Board  included  increased  disbursements  of  $17  million  (473%) 
from  the  Atlantic  Development  Fund  and  disbursements  of  $2  million  under  the  new 
trunk  highway  program.  Allotments  to  Central  Mortgage  and  Housing  Corporation 
increased  by  $6.6  million  (44%),  and  of  this  figure  $3.5  million  (50%)  was  in  connection 
with  the  forgiveness  of  loans  pursuant  to  section  36g  of  the  National  Housing  Act,  1954, 
1953-54,  c.23,  and  $2.1  million  (44%)  pertained  to  urban  renewal  projects.  There  was 
an  increase  of  $12  million  in  expenditure  of  the  Office  of  the  Chief  Electoral  Officer  due 
entirely  to  the  costs  of  the  general  election  in  November  1965.  Expenditure  by  the 
Department  of  the  Secretary  of  State  increased  by  $2.1  million  (9.5%)  to  $24  million, 
due  to  increased  budgetary  expenditure  of  $11  million  (153%)  on  behalf  of  the  Centennial 
Commission  of  which  $5  million  (125%)  was  an  increase  in  the  payment  to  the  Centen- 
nial of  Confederation  Fund.  There  was  no  counterpart  in  1965-66  for  the  grant  of  $10 
million  to  the  Canada  Council  in  the  previous  year. 

38.  Royal  Commissions  and  Commissions  under  Part  I  of  the  Inquiries  Act.  Expendi- 
ture during  1965-66  and  the  cumulative  expenditure  of  the  existing  Commissions  from 
the  respective  dates  of  establishment  to  March  31,  1966  are  shown  below: 


Date  of 
establishment 

Royal  Commission    on: 

Health  Services   June  20,  1961 

Banking  and  Finance    Oct.  18,   1961 

Taxation  Sept.  25,  1962 

Pilotage Nov.  1,  1962 

Bilingualism  and  Biculturalism  July  19,  1963 

Commissions  under  Part  I  of  the  Inquiries 
Act  to  inquire  and  report  on: 

(1)  The  problems  relating  to  the  future  of 
the  aircraft  overhaul  base  maintained 
by  Air  Canada  at  Winnipeg  Interna- 
tional Airport  June  11,  1964 

(2)  Circumstances  surrounding  the  crash  of 
an  Air  Canada  aircraft  at  Ste.  Therese, 

Quebec,  on  November  29,  1963 Oct.  8,  1964 

(3)  The  export  marketing  problems  of  the 
Salt    Fish    Industry    in    the    Atlantic 

Provinces    Oct,  29,  1964 

(4)  Allegations  of  improper  conduct  on  the 
part  of  public  officials  in  connection 
with  extradition  proceedings  concern- 
ing   Lucien    Rivard    Nov.  25,  1964 

(5)  The    charges    of    irregularities    in    the 

Federal  Election  of  1963  Mar.  2,  1965 

(6)  The  marketing  problems  of  the  Fresh- 
water Fish  Industry  in  the  Provinces 
of    Ontario,    Manitoba,    Saskatchewan 

and  Alberta  and  Northwest  Territories.     July  9,  1965 


Expenditure 

during 

Cumulative 

year  ended 

expenditure  to 

March  31, 1966 

March  31, 1966 

$     143,689 

S    1,370,346 

14,572 

748,848 

568,760 

2,654,852 

147,874 

602,549 

2,298,765 

4,316,400 

13,084 
14,968 
12,786 

51,646 
14,107 

27,686 


28,084 
21,037 
42,117 

180,054 
14,107 

27,686 
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(7)  The  increases  in  rates  of  pay  for  civil 
servants  in  Group  "D"  announced  by 

the  Government  on  July  16,  1965  ....     July  23,  1965  7,193  7,193 

(8)  The  Post  Office  Department  concern- 
ing grievances  relating  to  work  rules, 
codes  of  discipline  and  other  conditions 
of  employment  applying  to  non-super- 
visory operating   employees,  exclusive 

of  salaries  Sept.  1,  1965  49,661  49,661 

(9)  The  dealings  of  the  Honourable  Mr. 
Justice  Leo  A.  Landreville  with  North- 
ern   Ontario    Natural    Gas    Company 

Limited  Jan.  19,  1966  21,826  21,826 

Preparatory  committee  on  collective  bargain- 
ing in  the  Public  Service  July  25,  1963  42,549  157,883 

$  3,429,166  $  10,242,643 

Revenue 

39.  The  Summary  of  Revenue  by  Main  Classifications  and  Departments  for  the 
fiscal  year  ended  March  31,  1966,  prepared  by  the  Department  of  Finance  for  inclusion 
in  the  Public  Accounts  and  certified  by  the  Auditor  General,  is  reproduced  as  Exhibit  4 
to  this  Report.  The  summary  shows  tax  revenues  accounting  for  $6,850  million  of  the 
total  revenue  of  $7,696  million. 

40.  The  following  table  summarizes  the  revenue,  by  principal  sources,  for  the  past 
three  years: 

1965-66  1964-65  1963-64 


Tax  revenues — 

Personal   income   tax    $  2,142,456,000  S  2,103,282,000         $  1,865,074,000 

Corporation  income  tax    1,606,620,000  1,523,815,000  1,258,957,000 

Income   tax    on   dividends,   interest,   etc., 

going  abroad   170.019,000  143,718,000  124,500,000 

Sales    tax    1,395,129,000  1,204,610,000  946,055,000 

Excise  taxes  (other  than  sales  tax)   296,178,000  269,082,000  273,415,000 

Customs  duties  685,519,000  622,102,000  581,442,000 

Excise  duties  445,886,000  411,402,000  393,326,000 

Estate   tax    108,352,000  88,625,000  90,671,000 

Other  tax  revenues   161,000  140,000  92,000 

6,850,320,000  6,366,776,000  5,533/532,000 
Non-tax  revenues — 

Return    on    investments     438.254,000  422,694,000  366,413,000 

Net  postal  revenue   237,482,000  230,436,000  200,717,000 

Other    non-tax     revenues     169,764,000  160,404,000  152,542,000 

845,500,000  813/534,000  719,672,000 

$  7,695,820,000  $  7,180,310,000         $  6,253,204,000 


41.  The  amounts  shown  for  income  taxes  and  sales  tax  do  not  include  collections  of 
taxes  levied  under  the  Old  Age  Security  Act,  R.S.,  c.  200.  These  collections,  which 
amounted  to  $1,169  million  in  the  year,  were  credited  to  the  Old  Age  Security  Fund. 
A  summary  of  the  transactions  relating  to  this  Fund  during  the  year,  in  comparison 
with  the  corresponding  amounts  for  the  two  previous  years,  is  given  in  paragraph  164. 
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42.  Excise  taxes.  The  following  is  a  summary  of  excise  taxes,  other  than  sales  tax, 
collected  during  the  year  ended  March  31,  1966,  with  comparable  amounts  for  the  two 
previous  years: 

y                  J                                                                                      1965-66                 1964-65  1963-64 

Cigarettes   $  217,876,000        $  197,495,000  $  200,211,000 

Manufactured  tobacco   16,393,000              17,149,000  23,460,000 

Phonographs,    radios    and    tubes    14,729,000              13,082,000  11,432,000 

Toilet  articles  and  preparations    14,114,000              12,791,000  11,126,000 

Television    sets   and    tubes    12,232,000             10,440,000  10,578,C00 

Jewellery,   clocks,   watches,   chinaware,  etc 7,935,000               6,864,000  6,353,000 

Wines     4,402,000                4,092,000  3,814,000 

Cigars    3,811,000               3,700  000  3.267,000 

Sundry   5,034,000               3,816,000  3,505,000 

Refunds  and    drawbacks    —348,000              —347,000  —331,000 

$  296,178,000        $  269,082,000  $  273,415,000 


43.  Excise  duties.  A  listing  of  excise  duties  collected  during  the  year  ended  March  31, 

1966,  in  comparison  with  corresponding  amounts  for  the  two  previous  years,  is  given 
in  the  following  table: 

&                                                                          1965-66  1964-65                 1963-64 

Cigarettes   $  179,054,0C0  $  168,797,000        $  157,054,000 

Spirits    156,942,000  134,716,000            129,406,000 

Beer    107,917,000  105,386,000            102,907,000 

Other    8,047,000  8,403,000               8,623,000 

Refunds  and  drawbacks  —6,074,000  —5,900,000           —4,664,000 

$  445,886,000  $  411,402,000        $  393,326,000 


44.  Return  on  investments.  The  following  is  a  listing  of  the  revenue  from  the  various 
investments  in  1965-66,  along  with  the  comparable  figures  for  the  two  previous  years: 


1965-66  1964-65  1963-64 


Bank    of   Canada    $143,106,000 

Central  Mortgage  and  Housing  Corporation 107,843,000 

Exchange    Fund    Account    62,833,000 

Deposits    with   chartered    banks    21,703,000 

Farm    Credit    Corporation    21,012,000 

Canadian    National    Railways    11,991,000 

The   St.   Lawrence    Seaway    Authority    9,400.000 

Special    United    States    of    America    securities — 

Columbia    River    Treaty     9,212,000 

Veterans'  Land  Act  loans    9,075,000 

Export    Credits    Insurance    Corporation    6,782,000 

Loans  to  national  governments    6,451,000 

Polymer  Corporation  Limited    4,500,000 

National    Harbours  Board    4,150,000 

National   Capital    Commission    3,254,000 

Canadian  Overseas  Telecommunication 

Corporation     2,686,000 

Northern    Canada  Power  Commission   2,238,000 

Eldorado  Mining  and  Refining  Limited   1,500.000 

Securities   Investment    Account    1,330,000 

Canadian   Broadcasting    Corporation    1,009.000 

Other  loans  and   investments    8,179,000 

$  438,254,000 


$  128,238,000 

$  116,386,000 

93,349,000 

85,525,000 

63,552,000 

62,594,000 

19,639,000 

13,702,000 

13,934,000 

10,869,000 

11,601,000 

13,018,000 

43,065,000 

2,568,000 

1,150,000 

— 

8,308,000 

7,373,000 

3,047,000 

1,061,000 

6,383,000 

26,301,000 

4,000,000 

3,500,000 

3,425,000 

3,475,000 

2,858,000 

2,319,000 

2,706,000 

2,586,000 

2,105,000 

1,648,000 

1,500,000 

2,000,000 

6,504,000 

4,059,000 

374,000 

— 

6,956,000 

7,429,000 

$  422,694,000 

$  366,413,000 
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The  amounts  shown  for  revenue  from  investment  in  the  Bank  of  Canada  represent 
annual  profits  earned  by  the  Bank  and  paid  to  the  Receiver  General  as  required  by- 
section  28  of  the  Bank  of  Canada  Act,  R.S.,  c.  13. 

Revenue  from  Central  Mortgage  and  Housing  Corporation  for  1965-66  comprised 
$102,590,000  ($89,711,000  in  1964-65)  of  interest  on  advances  under  section  22  of  the 
Central  Mortgage  and  Housing  Corporation  Act,  R.S.,  c.46,  and  $5,253,000  ($3,638,000  in 
1964-65)  representing  the  profit  for  the  year  ended  December  31,  1965  which  was  trans- 
ferred to  the  Receiver  General  as  required  by  section  30  of  the  Act. 

The  amounts  shown  for  revenue  from  the  Exchange  Fund  Account  represent  earnings 
on  investments  of  the  Account.  Such  earnings  are  paid  into  the  Consolidated  Revenue 
Fund  in  accordance  with  the  requirement  of  section  24  of  the  Currency,  Mint  and 
Exchange  Fund  Act,  R.S.,  c.315. 

Interest  at  the  weekly  average  accepted  treasury  bill  tender  rate  for  the  three  months 
treasury  bills,  less  10%,  is  earned  on  deposits  with  chartered  banks  in  excess  of  an  aggre- 
gate of  $100  million. 

Revenue  from  The  St.  Lawrence  Seaway  Authority  comprised  $9,400,000  received 
on  account  of  interest  deferred  in  the  years  1962  and  1963.  Current  interest  in  the  sum 
of  $15,820,000,  not  being  received  in  cash,  was  credited  to  Deferred  Credits. 

Revenue  of  $9,212,000  from  special  United  States  of  America  securities  represents 
interest  for  the  year  ended  November  1,  1965  at  4%  to  4^%  on  an  investment  of  $219.5 
million  in  medium-term  non-marketable  securities  acquired  on  September  16,  1964.  The 
increase  of  $8  million  over  the  previous  year  results  from  the  securities  having  been  held 
for  the  full  twelve  months. 

The  diminution  in  earnings  of  $5.2  million  in  the  Securities  Investment  Account 
was  due  to  the  smaller  government  investment  in  securities  held  for  this  Account 
throughout  the  year. 

45.  Net  postal  revenue.  The  following  table  shows  the  gross  postal  revenue,  disburse- 
ments therefrom,  and  the  resulting  net  postal  revenue  for  the  past  three  years: 

1965-66  1964-65  1963-64 

Gross    postal   revenue    $  275,994,000        $  263,704,000        $  235,808,000 

Disbursements — 
Remuneration     of     postmasters    and    staffs    at 

certain  classes  of  smaller  post  offices   33,593,000  28,828,000  29,936,000 

Other     4,919,000  4,440,000  5,155,000 

38,512,000  33,268,000  35,091,000 

Net  postal  revenue    $  237,482,000        $  230,436,000        $  200,717,000 


The  amounts  shown  for  "Other"  disbursements  mainly  comprise  charges  on   parcels 
mailed  in  Canada  for  delivery  in  foreign  countries  and  transit  charges  on  Canadian  mail 
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forwarded  through  foreign  countries,  together  with  compensation  paid  to  messengers  for 
special  delivery  of  letters  and  parcels. 

46.  Other  non-tax  revenues.  An  analysis  of  the  amount  shown  in  the  table  in  para- 
graph 40  for  "Other  non-tax  revenues"  for  1965-66,  with  comparable  figures  for  the  two 
previous  years,  is  given  in  the  following  table : 

1965-66                 1964-65  1963-64 

Services  and   service   fees    $    63,148,000        $    60,924,000  $    51,321,000 

Proceeds  from  sales   22,935,000             24,250,000  28,445,000 

Privileges,  licences  and   permits    38,966,000             30,825,000  27,172,000 

Refunds  of  previous  years'  expenditure    18,919,000             20,546,000  26,839,000 

Bullion    and    coinage    11,217,000             12,299,000  9,717,000 

Miscellaneous    14,579,000             11,560,000  9,048,000 

$  169,764,000        $  160,404,000  $  152,542,000 
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47.  Reference  has  already  been  made  to  the  statutory  responsibility  of  the  Auditor 
General,  under  section  70  of  the  Financial  Administration  Act,  to  call  attention  to  specific 
classes  of  transactions  observed  during  his  examinations  and  to  any  other  case  that  he 
considers  should  be  brought  to  the  notice  of  the  House  of  Commons. 

Pursuant  to  this  direction,  the  following  matters  relating  to  the  expenditure  and 
revenue  transactions  examined  during  the  year  are  brought  to  the  attention  of  the  House 
in  this  Report.  Several  matters  of  a  similar  nature  relative  to  Crown  corporations  are 
also  included. 

48.  Governor  General's  special  warrants.  Section  28  of  the  Financial  Administration 
Act  provides  for  urgent  expenditures,  not  otherwise  provided  for,  while  Parliament  is 
not  in  session.  The  text  is: 

28.  (1)  Where  a  payment  is  urgently  required  for  the  public  good  when  Parliament  is  not  in  session 
and  there  is  no  other  appropriation  pursuant  to  which  the  payment  may  be  made,  the  Governor  in 
Council,  upon  the  report  of  the  Minister  that  there  is  no  appropriation  for  the  payment  and  the 
report  of  the  appropriate  Minister  that  the  payment  is  urgently  required  for  the  public  good,  may 
by  order  direct  the  preparation  of  a  special  warrant  to  be  signed  by  the  Governor  General  authorizing 
the  payment  to  be  made  out  of  the   Consolidated   Revenue   Fund. 

(2)  A  special  warrant  issued  pursuant  to  this  section  shall  for  the  purposes  of  this  Act  be  deemed 
to  be  an  appropriation  for  the  fiscal  year  in  which  the  warrant  is  issued. 

(3)  Every  warrant  issued  under  this  section  shall  be  published  in  the  Canada  Gazette  within  thirty 
days  after  it  is  issued,  and  a  statement  showing  all  warrants  issued  under  this  section  and  the  amounts 
thereof  shall  be  laid  by  the  Minister  before  the  House  of  Commons  within  fifteen  days  after  the 
commencement  of  the  next  ensuing  session  of  Parliament. 

(4)  Where  a  special  warrant  has  been  issued  pursuant  to  this  section,  the  amounts  appropriated 
thereby  shall  be  deemed  to  be  included  in  and  not  to  be  in  addition  to  the  amounts  appropriated  by 
the  Act  of  Parliament  enacted  next  thereafter  for  granting  to  Her  Majesty  sums  of  money  to  defray 
expenses  of  the  public  service  for  a  fiscal  year. 

(5)  For  the  purposes  of  this  section,  Parliament  shall  be  deemed  to  be  not  in  session  when  it  is 
under  adjournment  sine  die  or  to  a  day  more  than  two  weeks  after  the  day  the  Governor  in  Council 
made  the  order  directing  the  preparation  of  the  special  warrant. 

The  dissolution  of  Parliament  on  September  8,  1965  before  full  supply  for  the  year 
1965-66  had  been  granted,  necessitated  recourse  to  Governor  General's  special  warrants 
to  provide  the  funds  for  carrying  on  government  services  until  the  new  Parliament  was 
assembled  on  January  18,  1966.  A  total  of  $920,591,867  was  provided  by  five  special 
warrants  as  follows: 

(a)   one  for  $163,176,450  on  November  1,  1965  providing  for  expenditures  during  Novem- 
ber 1965; 
(6)   one  for  $345,696,168  on  November  29,  1965  providing  for  expenditures  during  1965-66; 

(c)  one  for  $399,294,249  on  December  29,  1965  providing  for  expenditures  during  1965-66; 

(d)  one  for  $12,000,000  on  January  7,  1966  which  provided  funds  for  the  "International 
Food  Aid  Program,  including  commodity  contributions  to  the  United  Nations  Relief 
and  Works  Agency  for  Palestine  Refugees  in  the  Near  East  and  to  the  World  Food 
Program";  and 
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(e)  one  for  $425,000  on  January  17,  1966  which  provided  the  funds  for  "Family  Assistance 
under  such  terms  and  conditions  as  may  be  approved  by  the  Treasury  Board,  in 
respect  of  children  of  immigrants  and  settlers"  and  "General  Administration  and  Dis- 
trict Offices"  of  the  Department  of  National  Revenue — Taxation  Division. 

The  amounts  included  in  these  special  warrants  were  subsequently  included  in  the 
amounts  authorized  by  Appropriation  Act  No.  1,  1966,  1966-67,  c.  1,  assented  to  on 
February  8,  1966. 

When  the  1965-66  special  warrants  were  being  prepared  the  departments  were 
instructed  by  the  Treasury  Board  that  each  vote  and  class  of  payments  required  special 
consideration  in  the  light  of  section  28  of  the  Financial  Administration  Act.  The  Treasury 
Board  also  advised  the  departments  to  review  and  take  into  account  the  particular  audit 
comments  contained  in  the  Auditor  General's  Reports  for  1962-63  and  1963-64.  These 
general  instructions  were  supplemented  by  specific  guidelines  for  determining  (a)  the 
items  which  might  properly  be  provided  for  by  special  warrant  and  (b)  the  appropriate 
amount  to  be  provided  in  each  special  warrant  for  each  acceptable  item. 

In  the  Audit  Office  view  these  guidelines  were  not  always  followed  in  the  preparation 
of  the  special  warrants  and  a  number  of  the  items  provided  for  did  not  meet  the  test  of 
being  "urgently  required  for  the  public  good"  as  required  by  section  28  of  the  Act. 

Furthermore,  payments  under  the  special  warrants  continued  to  be  made  after 
Parliament  assembled  on  January  18,  1966  until  Appropriation  Act  No.  1,  1966  was 
assented  to  on  February  8,  1966.  Payments  made  during  this  period  cannot  be  said  to  be 
"urgently  required  for  the  public  good  when  Parliament  is  not  in  session ..." 

Examples  are  as  follows: 

1.  Two  of  the  five  special  warrants  included  an  item  "Subject  to  the  approval  of  the 
Treasury  Board,  ...  to  supplement  the  paylist  provisions  of  other  votes. . .".  Obviously 
payment  of  the  amounts  was  not  urgently  required  when  the  special  warrants  were 
issued,  and  the  Governor  in  Council  in  effect  delegated  to  the  Treasury  Board  his 
authority  under  section  28  of  the  Act  although  there  is  no  provision  for  such  delegation. 

2.  Three  of  the  special  warrants  included  contributions  or  grants  which  require  prior 
specific  approval  of  Parliament: 

(i)  the  special  warrant  dated  November  29,  1965  included  funds  for  a  special  voluntary  contribution 
to  the  United  Nations,  in  the  amount  of  $3,923,000; 

(ii)  the  two  special  warrants  dated  November  29,  1965  and  December  29,  1965  included  a  total  of 
$2,750,000  for  "contributions  to  Ontario  and  Quebec  of  one-half  of  the  aggregate  of  amounts  paid 
by  each  such  province  in  assisting  eligible  livestock  producers  who  were  affected  by  adverse  weather 
conditions,  to  obtain  feed  during  the  period  May  16,  1965  to  May  31,  1966".  The  only  payment 
made  was  $190,000  to  the  Province  of  Ontario  on  January  13,  1966; 

Ciii)  the  special  warrant  dated  December  29,  1965  included  an  amount  of  $500,000  for  "contributions  to 
British  Columbia  of  one-half  of  the  aggregate  of  amounts  paid  by  the  Province  to  or  in  respect  of 
eligible  tree  fruit  and  grape  producers  as  a  result  of  vine,  fruit  tree  and  crop  losses  incurred  by 
such  producers  during  the  period  December  1,  1964  to  November  30,  1965  and  a  contribution  to  the 
Province  in  respect  of  the  administrative  expenses  incurred  in  making  such  payments  to  producers"; 

(iv)  an  amount  of  $1,000,000  was  provided  in  the  special  warrant  dated  November  29,  1965  for  "payments 
to  eligible  producers  in  Lake  St.  John  and  Abitibi-Temiskaming  Regions  of  Quebec,  in  respect  of 
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the  aggregate  loss  of  agricultural  income  suffered  by  all  producers  in  each  such  region  during  the 
period  July  1,  1964  to  June  30,  1965,  in  accordance  with  terms  and  conditions  prescribed  by  the 
Minister  of  Agriculture".  No  payments  were  made  under  this  portion  of  the  special  warrant;  and 

(v)  the  special  warrant  dated  January  7,  1966  provided  $12,000,000  to  the  Department  of  External 
Affairs  for  the  "International  Food  Aid  Program,  including  commodity  contributions  to  the  United 
Nations  Relief  and  Works  Agency  for  Palestine  Refugees  in  the  Near  East  and  to  the  World  Food 
Program".  Payments  aggregating  $830,609  were  made  on  January  27  and  February  1,  1966,  both 
days  on  which  Parliament  was  sitting. 

3 .  The  special  warrants  dated  November  29,  1965  and  December  29,  1965  provided  a  total 
of  $4,100,000  for  advances  to  Atomic  Energy  of  Canada  Limited  "to  finance  the  con- 
struction of  the  Douglas  Point  generating  station;  to  share  in  the  construction  of  the 
Pickering  generating  station  under  agreement  between  the  Federal  Government,  the 
Province  of  Ontario  and  the  Hydro  Electric  Power  Commission  of  Ontario;  to  finance 
the  construction  of  an  engineering  design  office  at  Sheridan  Park;  to  finance  the 
construction  of  housing  and  other  works  near  the  Whiteshell  Nuclear  Research 
Establishment". 

No  advances  were  required  because  interim  supply  had  provided  $7,094,500  of 
which  $394,500  remained  unspent  at  February  28,  1966. 

4.  A  total  of  $48,000  was  provided  by  the  three  special  warrants  dated  November  1,  1965, 
November  29,  1965  and  December  29,  1965  for  administrative  expenses  of  the  Municipal 
Development  and  Loan  Board. 

Up  to  February  28,  1966  none  of  this  money  had  been  required  by  the  Board. 

5.  The  special  warrant  dated  December  29,  1965  included  $1,350,000  for  the  Government 
contributions  as  employer  under  the  Canada  Pension  Plan  and  the  Quebec  Pension 
Plan,  and  $1,350,000  for  "special  accountable  advances  to  or  in  respect  of  persons 
who  are  employed  in  the  public  service ..."  relative  to  their  contributions  to  the  Canada 
Pension  Plan  and  the  Quebec  Pension  Plan. 

These  sums  were  not  utilized  until  February  17,   1966  and  February  25,   1966, 
respectively,  both  days  on  which  Parliament  was  sitting. 

Following  the  use  of  Governor  General's  special  warrants  in  1962-63,  the  Public 
Accounts  Committee  recommended  in  its  Fourth  Report  1964  that  a  study  be  made  of 
the  procedures  surrounding  their  use  (see  Appendix  1,  item  8).  In  commenting  on  this 
recommendation  the  Minister  of  Finance  advised  the  Chairman  of  the  Public  Accounts 
Committee  on  March  4,  1965  as  follows: 

...the  Secretary  of  the  Treasury  Board  undertook  to  consider  the  desirability  of  enlarging  on  the 
special  Governor  General's  warrant  provisions  in  the  Financial  Administration  Act  (in  particular 
section  28)  in  order  to  clarify  its  application  to  situations  arising  when  Parliament  is  dissolved  without 
having  appropriated  the  necessary  expenses  of  the  Public  Service.  Suggestions  have  been  discussed  for 
changes  in  this  section  of  the  Financial  Administration  Act,  and  these  are  now  being  studied.  Should 
the  Government  decide  that  an  amendment  to  the  Act  is  desirable,  it  will  present  its  proposals  to 
Parliament  in  the  usual  way. 

The  Public  Accounts  Committee  has  not  yet  examined  paragraph  45  of  our  1964 
Report  in  which  we  commented  on  Governor  General's  special  warrants  used  during 
the  months  of  April  and  May  1963,  citing  three  items  from  these  two  warrants  which 
did  not  meet  the  test  of  being  "urgently  required  for  the  public  good". 


20  AUDITOR  GENERAL'S  REPORT 

49.  Revised  vote  pattern.  In  its  Third  Report  1963  the  Public  Accounts  Committee 
recommended 

Adoption  of  the  revised  vote  pattern  proposed  by  the  Treasury  Board  for  introduction 
into  the  Main  Estimates  1964-65  subject  to  certain  improvements  suggested  by  the 
Auditor  General  to  the  Committee. 

The  vote  pattern  actually  adopted  for  the  1964-65  Estimates  differed  in  certain 
instances  from  the  pattern  which  had  been  considered  by  the  Public  Accounts  Committee 
and  details  of  the  more  important  variations  were  given  in  paragraph  51  of  our  1965 
Report  together  with  examples  of  transfers  of  funds  between  services  which  would  not 
have  been  possible  under  the  previous  vote  pattern.  Similar  transfers  were  made  in 
1965-66. 

The  following  additional  changes  in  the  vote  pattern  were  introduced  in  the  1965-66 
Estimates : 

1 .  The  vote  pattern  considered  by  the  Public  Accounts  Committee  in  1963  included 
separate  votes  for  Construction  and  for  Operation  and  Maintenance  for  each  of  the 
three  Services  of  the  Department  of  National  Defence.  In  the  1964-65  Estimates  there 
was  only  one  vote  for  each  Service  which  provided  for  both  Construction  and  Opera- 
tion and  Maintenance.  As  pointed  out  in  last  year's  Report  this  permitted  transfers 
by  the  Treasury  Board  of  substantial  amounts  between  the  Operation  and  Maintenance 
allotments  and  the  Construction  allotments  in  the  three  Services  votes  for  the  purpose 
of  utilizing  available  funds  in  these  allotments. 

A  further  amalgamation  took  place  in  the  1965-66  Estimates  when  one  vote  only 
was  provided  for  both  Construction  and  Operation  and  Maintenance  for  all  three 
Services.  The  explanation  for  this  further  amalgamation  of  votes  given  in  Treasury 
Board  Minute  T.B.  634728  of  December  31,  1964  is  as  follows: 

The  Board  agreed  to  the  amalgamation  into  one  vote  for  1965-66  of  the  cash  requirements  in 
the  amount  of  $1,382,244,000  for  the  three  armed  services  in  the  interests  of  facilitating  the  process 
of  integration  and  providing  maximum  flexibility  in  the  use  of  1965-66  cash,  subject,  however,  to  the 
following  conditions: 

(a)  that  transfers  of  cash  between  the  capital  and  operating  primaries  will  be  made  only  with  the 
Board's  specific  approval  in  each  case;  and 

(b)  that  no  assurance  is  given  that  the  single  vote  will  be  continued  beyond   1965-66  in  view  of 
current  plans  for  implementing  a  system  of  program  budgeting  for  all  departments. 

In  addition  to  a  transfer  of  $9,180,000  from  the  Air  Force  Construction  allotment 
to  the  Air  Force  Operation  and  Maintenance  allotment  which  was  made  possible  by 
the  amalgamation  of  the  Construction  and  Operation  and  Maintenance  votes  introduced 
in  the  previous  year,  the  further  amalgamation  in  1965-66  of  the  separate  votes  for 
the  three  Services  permitted  the  transfer  of: 

(1)  $18,420,000    from  the  Air  Force  Construction  allotment  to  the  Army  allotment  for  Operation 

and   Maintenance. 

(2)  $  1,530,000    from  the  Navy  Operation  and  Maintenance  allotment  to  the  Army  allotment  for 

Operation  and  Maintenance,  and 

(3)  $  1,060,000    from  the  Navy  Construction  allotment  to  the  Army  Construction  allotment. 

2.  The  vote  pattern  recommended  by  the  Public  Accounts  Committee  in  1963  included 
for  the  Air  Services  of  the  Department  of  Transport  four  Administration,  Operation  and 
Maintenance  votes,  one  each  for  General  Administration,  Civil  Aviation,  Telecommu- 
nications and  Meteorological  services.  In  the  1965-66  Estimates  these  four  appropriations 
were  amalgamated. 
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Similarly  three  former  Construction  votes  for  Civil  Aviation,  Telecommunications 
and  Meteorological  services  were  amalgamated. 

Previously  there  had  been  a  separate  vote  for  "Payments  to  the  Canadian  National 
Railway  Company  of  the  difference  between  revenues  and  expenses  in  the  operation  and 
maintenance  of  telecommunication  facilities...".  In  1965-66  this  was  combined  with 
the  vote  for  "Civil  Aviation — Contributions  to  assist. .  .local  airports,  payments  to... 
International  Agencies  and  other  grants  for  development  of  civil  aviation". 

3.  For  many  years  an  appropriation  has  been  provided  to  the  Department  of  Finance  to 
meet  "Miscellaneous  minor  or  unforeseen  expenses"  subject  to  the  approval  of  the 
Treasury  Board.  Similarly  another  appropriation  has  been  provided  "To  supplement 
other  votes,  subject  to  the  approval  of  the  Treasury  Board,  for  the  payment  of  salaries, 
wages  and  other  paylist  charges".  In  1963-64  a  supplementary  appropriation  was 
provided  "to  supplement.  ..the  estimates  of  other  departments  in  order  to  provide  for 
an  accelerated  construction  and  repair  program". 

The  revised  vote  pattern,  studied  by  the  Public  Accounts  Committee  in  1963, 
included  a  vote  for  "Contingencies — To  supplement  the  paylist  provisions  of  other  votes; 
for  miscellaneous  expenses  not  otherwise  provided  for... and  for  unforeseen  expenses 
generally ..." 

The  text  used  in  the  1964-65  Main  Estimates  for  Department  of  Finance  Vote  15 
was  as  follows: 

Vote  15 — Contingencies — Subject  to  the  approval  of  the  Treasury  Board,  (a)  to  supplement  the 
paylist  provisions  of  other  votes;  (b)  for  miscellaneous  minor  or  unforeseen  expenses;  and  (c)  for 
awards  under  the  Public  Servants  Inventions  Act;  including  authority  to  re-use  any  sums  repaid  to 
this  appropriation   from   other   appropriations. 

Supplementary  Estimates   (B)   extended  the  purposes  of  the  vote: 

Vote  15b — Contingencies — To  extend  the  purposes  of  Vote  15  of  the  Main  Estimates  to  sup- 
plement, in  such  amounts  and  in  accordance  with  such  terms  and  conditions  as  the  Treasury  Board 
may  prescribe,  the  Estimates  of  other  departments  in  order  to  provide  for  an  accelerated  construc- 
tion and  repair  program  and  to  provide  a  further  amount  of    $5,000,000. 

The  text  of  Vote  15  was  the  same  in  the  1965-66  Main  Estimates  which  provided  an 
amount  of  $6  million.  This  was  increased  $35  million  by  Supplementary  Estimates  (B), 
$25  million  by  Supplementary  Estimates  (D),  and  $5  million  by  Supplementary  Estimates 
(E),  bringing  the  total  appropriated  for  Vote  15  to  $71  million. 

The  text  of  Vote  15d  which  provided  an  additional  $25  million  in  Supplementary 
Estimates  (D)  was  as  follows: 

Vote  15d — Contingencies — To  extend  the  purposes  of  Finance  Vote  15  of  the  Main  Estimates 
for  1965-66  to  supplement,  in  such  amounts  and  in  accordance  with  such  terms  and  conditions  as 
the  Treasury  Board  may  prescribe,  the  1965-66  and  1966-67  Estimates  of  other  departments  in 
order  to  provide  for  a  winter  construction  and  repair  program  and  to  provide  a  further  amount 
of    $25,000,000. 

The  supplementary  information  given  to  Parliament  in  Supplementary  Estimates  (D) 
indicated  that  of  the  $25  million  requested,  $20  million  was  to  supplement  other  votes,  sub- 
ject to  the  approval  of  the  Treasury  Board,  for  the  payment  of  salaries,  wages  and  other 
paylist  charges  and  $5  million  was  to  supplement  the  1965-66  and  1966-67  estimates  of 
other  departments  in  order  to  provide  for  a  winter  construction  and  repair  program. 

At  the  close  of  the  year,  $4,339,000  was  still  available  in  Vote  15  and  it  is  this 
amount  that  has  been  regarded  as  available  to  supplement  the  1966-67  estimates  of  other 
departments  in  order  to  provide  for  a  winter  construction  and  repair  program  although  the 
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amount  unused  in  the  $5  million  allotment  for  the  winter  construction  and  repair  program 
was  only  $3,215,000. 

It  should  be  noted  that  in  1966-67  the  text  of  this  vote  was  changed  to  read: 

Vote  15 — Contingencies — To  supplement  other  votes  and  to  provide  for  miscellaneous  minor 
and  unforeseen  expenses  not  otherwise  provided  for  including  awards  under  the  Public  Servants 
Inventions  Act,  subject  to  the  approval  of  the  Treasury  Board,  and  authority  to  re-use  any  sums 
repaid  to  this  appropriation  from  other  appropriations. 

In  recent  years  there  has  been  a  tendency  by  means  of  special  wording  of  vote  texts 
to  set  aside  the  provisions  of  section  35  of  the  Financial  Administration  Act  under  which 
funds  remaining  unexpended  at  the  end  of  the  fiscal  year  lapsed.  In  paragraph  11  of 
this  Report  there  appears  a  listing  of  amounts  aggregating  $88.8  million  (including  the 
$4,339,000  referred  to  above)  in  six  votes  which  did  not  lapse  but  remained  available 
for  expenditure  in  1966-67.  This  is  the  largest  amount  ever  treated  in  this  way,  being 
more  than  double  the  comparable  amount  in  the  previous  year. 

50.  Recording  of  commitments.  Subsection  (1)  of  section  30  of  the  Financial  Ad- 
ministration Act  provides  that  no  contract  involving  the  payment  of  any  money  shall  be 
entered  into  or  have  any  force  or  effect  unless  the  Comptroller  of  the  Treasury  certifies 
that  there  is  a  sufficient  unencumbered  balance  available  out  of  an  appropriation  or  out 
of  an  item  included  in  estimates  before  the  House  of  Commons  to  discharge  any  com- 
mitments under  such  contract. 

In  the  event  of  an  accident  or  other  emergency  an  exception  is  provided  in  subsection 

(4)  of  section  30  which  reads: 

30.  (4)  Where  the  Comptroller  is  satisfied  that  an  agreement  was  entered  into  in  order 
to  defray  an  immediate  expenditure  that,  through  accident  to  public  property  or  other 
emergency,  was  necessary  to  protect  such  property  or  to  provide  for  such  emergency,  he 
may  issue  his  certificate  accordingly  and  thereupon  the  agreement  is  exempt  from  the 
operation  of  subsection   (1)    from  the  time  the  agreement  was  entered  into. 

Since  1957  the  Government  has  encouraged  various  departments  to  carry  out  "winter 
works"  projects  in  order  to  alleviate  unemployment  during  each  winter  season.  In 
November  1961  the  Comptroller  of  the  Treasury  was  unable  to  certify  that  funds  were 
available  to  meet  commitments  under  contracts  proposed  for  "winter  works"  projects 
because  there  was  no  appropriation  available  at  the  time  nor  was  there  an  item  included 
in  estimates  before  the  House  of  Commons  (see  1962  Report). 

In  order  to  avoid  having  the  program  held  up  the  Treasury  Board  directed  the 
Comptroller  of  the  Treasury  as  follows: 

To  avoid  any  delay  in  the  implementation  of  this  emergency  program,  the  Board  would 
like  you  to  record  commitments  on  a  provisional  basis  until  such  time  as  the  additional 
provision  is  appropriated. 

A  similar  situation  existed  in  December  1965  and  under  date  of  December  22  the 
Treasury  Board  gave  the  same  direction  to  the  Comptroller  of  the  Treasury. 

Inasmuch  as  federal  winter  works  programs  have  been  established  in  each  of  the 
last  nine  years,  such  programs  can  hardly  be  considered  as  being  required  to  meet  an  i 
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emergency  so  far  as  forward  estimating  is  concerned.  Therefore  entering  into  "winter 
works"  contracts  under  the  circumstances  described  above  is  contrary  to  the  provisions 
of  section  30  of  the  Financial  Administration  Act. 

51.  Prairie  Farm  Emergency  Fund.  This  Fund  operates  as  a  special  account  within 
the  Consolidated  Revenue  Fund  to  record  transactions  under  the  Prairie  Farm  Assistance 
Act,  R.S.,  c.  213.  Under  the  Act  a  levy  of  1%  is  imposed  on  the  price  of  grain  purchased  by 
licensees  under  the  Canada  Grain  Act,  R.S.,  c.  25,  and  the  moneys  collected  are  credited 
to  the  account.  Awards  are  made  to  eligible  farmers  in  areas  affected  by  crop  failure  in  the 
provinces  of  Manitoba,  Saskatchewan  and  Alberta  and  the  Peace  River  District  of  British 
Columbia.  During  the  year  collections  amounted  to  $10,338,000  and  awards  to  $7,043,000, 
resulting  in  a  surplus  of  $3,295,000  compared  with  deficits  of  $367,000  in  1965  and 
$1,073,000  in  1964. 

In  previous  Reports  we  have  noted  a  number  of  items  that  we  considered  unsatis- 
factory in  the  administration  of  the  Act  and  the  Public  Accounts  Committee  requested 
the  Auditor  General  to  keep  the  matters  before  the  House  and  the  Committee.  Previous 
recommendations  were  that: 

(1)  the  Board  of  Review,  established  under  the  Act  to  decide  questions  concerning  eligibility 
for  awards  and  other  relevant  matters,  be  required  to  keep  minutes  which  would 
disclose  its  policy  and  reasons  for  its  decisions; 

(2)  the  permanent  staff  of  the  Prairie  Farm  Assistance  Administration  be  placed  under 
the  Civil  Service  Commission; 

(3)  eligibility  for  awards  of  all  marginal  land  on  which  crop  failures  continuously  occur 
from  year  to  year  be  eliminated; 

(4)  no  awards  be  paid  to  a  farmer  occupying  part  of  a  section  of  land  if  the  average  yield 
of  wheat  of  the  relative  part  of  the  section  is  12  bushels  or  more  per  acre.  (Under 
present  rules,  a  farmer  occupying  part  of  a  section  of  land  is  entitled  to  an  award  even 
though  the  yield  of  his  land  exceeds  12  bushels  per  acre  if  the  other  occupant  of  this 
particular  section  has  a  yield  low  enough  to  bring  the  average  yield  for  the  section 
below  12  bushels  per  acre) ; 

(5)  section  7  of  the  Act  which  requires  every  award  to  be  made  in  the  month  of  December 
be  repealed; 

(6)  all  farmers  in  an  area  affected  by  crop  failure  be  required  to  complete  cultivated  acreage 
reports  when  a  municipality  makes  an  application  for  assistance.  (The  present  system 
of  processing  cultivated  acreage  reports  through  the  employment  of  a  large  number 
of  inspectors  is  expensive  and  does  not  ensure  accuracy) ;  and 

(7)  as  a  condition  precedent  to  a  farmer  having  a  right  to  receive  an  award,  he  be  required 
to  set  forth  in  his  permit  book,  at  the  time  he  receives  it,  a  statement  of  grain  on  his 
farm.  (New  permit  books  are  issued  to  farmers  in  July  of  each  year  before  the  com- 
mencement of  harvest.  If  a  farmer  disclosed  the  amount  of  grain  he  had  in  storage  on  the 
farm  at  the  time  he  received  his  new  permit  book,  then  the  number  of  bushels  that 
were  subsequently  harvested  could  be  determined). 

In  its  Seventh  Report  1966,  the  Public  Accounts  Committee  stated  that  it  is  important 
that  these  matters  be  rectified  and  recommended  that  appropriate  legislation  be  intro- 
duced as  soon  as  possible  (see  Appendix  1,  item  43). 
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We  have  recently  been  informed  that  the  Board  of  Review  intends  to  keep  minutes 
in  future. 

52.  Improper  charge  to  1965-66  appropriation.  The  Department  of  Agriculture 
proposes  to  consolidate  certain  of  its  research  activities  in  the  Province  of  Quebec  at 
Laval  University  in  a  building  to  be  erected  on  the  University  campus.  By  Order  in 
Council  P.C.  1966-2/104  of  January  19,  1966  approval  was  given  for  the  purchase  of 
the  site  for  $184,680. 

The  closing  of  the  transaction  was  delayed  while  certain  special  conditions  to  be 
incorporated  in  the  deed  of  sale  were  resolved  and,  in  fact,  title  to  the  land  has  not  yet  been 
obtained.  The  cheque  in  settlement  of  the  purchase  price  had  been  forwarded  to  the 
Department  of  Justice  on  March  31,  1966  but,  under  the  circumstances,  it  was  not  a 
proper  charge  to  the  1965-66  appropriation. 

53.  Cost  of  unused  plans  for  grain  elevator  extension,  Prince  Rupert,  B.C.  A  con- 
sulting engineering  firm  estimated  in  January  1965  that  a  proposed  million  bushel 
capacity  extension  to  the  Prince  Rupert  Elevator  would  cost  $1,415,000.  On  February 
26,  1965  the  Treasury  Board  authorized  entry  by  the  Board  of  Grain  Commissioners  into 
a  contract  with  this  firm  for  the  preparation  of  detailed  plans  and  specifications  and  for 
supervision  of  the  construction  of  the  extension  for  a  fee  of  up  to  $85,000.  The  agreement 
with  the  consulting  engineers  was  signed  on  September  21,  1965. 

Plans  and  specifications  were  prepared  and  bids  were  called  for  the  construction 
contract.  The  lowest  tender  submitted  was  for  $2,965,000  and,  as  a  result  of  the  large 
variation  of  $1,550,000  from  the  original  estimate,  the  Treasury  Board  denied  approval 
to  the  Board  of  Grain  Commissioners  to  enter  into  the  proposed  contract. 

The  original  estimate  had  been  based  on  costs  of  similar  construction  elsewhere  in 
Canada  and  failed  to  take  into  consideration  the  higher  labour  rates,  special  labour  condi- 
tions and  other  factors  that  would  be  involved  in  the  construction  of  the  elevator  ex- 
tension in  the  Prince  Rupert  area.  Additional  labour  costs  account  for  $1,140,000  of  the 
discrepancy.  The  balance  of  the  difference  was  due  to  higher  costs  of  concrete  and  fill 
material  in  the  Prince  Rupert  area  and  general  escalation  of  prices. 

The  agreement  with  the  consultants  provided  for  fees  to  be  paid  on  the  basis  of  2/5 
of  6%  of  approved  estimated  cost  after  completion  of  preliminary  plans,  budget  estimates 
and  tender  documents  plus  the  net  cost  of  approved  services  of  others  engaged  on  the 
project.  The  balance  of  3/5  of  6%  was  to  be  paid  in  progressive  stages  following  tender 
acceptance  and  during  the  active  stages  of  construction.  As  no  tender  was  accepted,  the 
fees,  according  to  the  agreement,  should  have  been  $38,126. 

The  consulting  engineers  submitted  a  claim  for  $77,479  based  on  the  Department  of 
Public  Works  standard  form  of  agreement  which  makes  provision  for  settlement  on  a 
quantum  meruit  basis  in  the  event  of  contract  termination.  Notwithstanding  that  no 
such  provision  was  included  in  this  particular  agreement  the  claim  was  accepted. 
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Approval  for  construction  had  not  been  granted  by  the  Treasury  Board  up  to 
October  31,  1966,  although  planning  in  the  Department  of  Agriculture  to  reduce  the 
project's  overall  cost  indicates  that  the  project  may  have  been  only  temporarily  post- 
poned, not  cancelled. 

54.  Method  of  financing  capital  expenditures  of  the  Canadian  Broadcasting  Corpo- 
ration. The  funds  required  by  the  Canadian  Broadcasting  Corporation  to  meet  its  capital 
expenditures  during  the  years  ended  March  31,  1965  and  1966  were  provided  by  means 
of  loans  from  the  Government  of  Canada.  Loans  outstanding  at  March  31,  1965  amounted 
to  $14,250,000  of  which  $712,000  was  repaid  in  1965-66.  Additional  loans  amounting  to 
$13,167,000  were  provided  in  1965-66  bringing  to  $26,705,000  the  amount  outstanding 
at  the  end  of  that  year. 

These  loans  are  repayable  by  the  Corporation  in  equal  annual  instalments  over 
20  years  at  interest  rates  varying  from  5^%  to  5|%  per  annum  and  are  included  as 
an  asset  in  the  item  "Loans  to,  and  investments  in,  Crown  corporations"  on  the  Statement 
of  Assets  and  Liabilities  of  Canada  (see  paragraph  155).  The  interest  on  these  loans 
must  be  paid,  and  the  loans  must  eventually  be  repaid,  with  funds  provided  by  parlia- 
mentary appropriations.  The  procedure  being  followed  violates  a  long-standing  principle 
of  the  Department  of  Finance  that  assets  which  are  non-interest  or  non-revenue  pro- 
ducing be  charged  to  expenditure  at  the  time  of  acquisition  or  construction.  The  Public 
Accounts  Committee  in  its  Seventh  Report  1966  expressed  the  opinion  that  expendi- 
tures of  this  type  are  not  loans  or  advances  which  can  or  should  be  regarded  as  revenue- 
producing  assets  but  are  in  fact  grants  and  should  be  charged  directly  to  budgetary 
expenditure  in  the  Public  Accounts  of  Canada  (see  Appendix  1,  item  41).  The  procedure 
was  commented  on  in  our  1965  Report  (paragraph  55)  and  is  further  dealt  with  in 
paragraph  172  of  this  Report. 

The  wording  of  Canadian  Broadcasting  Corporation  Vote  1,  in  respect  of  the  net 
operating  requirements  of  the  Corporation  for  1965-66,  did  not  disclose  that  $712,000 
was  included  for  repayment  of  these  loans  and  that  $1,009,000  had  also  been  included 
for  interest  charges.  The  estimates  that  have  been  submitted  to  Parliament  in  respect 
of  the  operating  requirements  of  the  Corporation  for  1966-67  likewise  do  not  disclose 
the  amounts  required  for  repayment  of  loans  and  interest  charges.  Receipt  of  the  interest 
by  the  Department  of  Finance  is  recorded  under  the  heading  "Non-tax  revenues — 
Return  on  investments".  This  has  the  effect  of  increasing  the  recorded  amount  of  both 
revenues  and  expenditures  of  Canada  in  violation  of  generally  accepted  accounting 
principles.  Although  the  Deputy  Minister  of  Finance  has  undertaken  to  review  the 
accounting  treatment  with  the  Auditor  General  no  action  has  yet  been  taken. 

55.  Salaries  and  wages  paid  for  work  not  performed.  In  our  1965  Report  (para- 
graph 56)  reference  was  made  to  a  special  study  of  the  payrolls  of  the  Canadian 
{Broadcasting  Corporation  which  indicated  that  payments  amounting  to  approximately 
1450,000  had  been  made  to  employees  for  scheduled  hours  during  daily  or  weekly  tours 
of  duty  which  were  in  excess  of  the  actual  hours  of  attendance. 
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The  payments  were  made  in  accordance  with  the  provisions  of  the  various  union 
agreements  and  the  Corporation  regards  payment  of  compensation  calculated  in  this 
manner  as  proper,  having  regard  to  the  effect  of  scheduling  requirements  for  its  present 
studio  facilities,  the  availability  of  artists,  the  exigencies  of  actuality  broadcasts  and 
the  nature  of  broadcast  program  production. 

There  has  been  no  change  in  this  situation  during  the  past  year,  payments  having 
continued  to  be  made  by  the  Corporation  for  work  not  performed.  The  practice  is 
referred  to  again  in  accordance  with  the  request  of  the  Public  Accounts  Committee 
that  particulars  of  non-productive  expenditure  of  public  funds  noted  in  the  course  of 
our  work  be  brought  to  the  attention  of  the  House. 

56.  Financing  of  the  1967  World  Exhibition.  Paragraph  194  in  the  Crown  corpora- 
tions section  of  this  Report  includes  comments  on  the  operations  of  the  Canadian 
Corporation  for  the  1967  World  Exhibition  during  the  past  year. 

As  explained  in  that  paragraph,  the  existing  legislation  provides  that  grants  provided 
by  Canada,  the  Province  of  Quebec  and  the  City  of  Montreal  must  not  exceed  $20  million, 
$15  million  and  $5  million  respectively,  a  total  of  $40  million.  The  federal  contribution 
is  limited  to  $20  million  under  section  11  of  the  Canadian  Corporation  for  the  1967 
World  Exhibition  Act,  1962-63,  c.  12. 

The  present  revised  overall  plan  approved  by  Canada  and  the  Province  of  Quebec, 
as  provided  for  under  section  10  of  the  Act,  shows  estimated  total  costs  of  $332,846,000 
for  the  Exhibition,  with  revenues,  salvage  and  assets  remaining  estimated  at  $250,190,000. 
As  this  latest  estimate  indicates  a  net  cost  or  deficit  of  $82,656,000  at  the  close  of  the 
Exhibition,  after  allowing  an  estimated  $60,508,000  for  the  value  of  the  assets  remaining 
at  that  time,  it  follows  that  the  Corporation's  total  requirement  by  way  of  grants  is 
$143,164,000  based  on  present  estimates. 

The  total  amount  of  the  grants  of  $40  million  provided  for  by  legislation  was 
received  by  the  Corporation  between  March  14,  1963  and  August  2,  1965.  Since  additional 
funds  were  required,  the  Corporation  made  arrangements,  pursuant  to  section  12  of  the 
federal  Act,  to  issue  securities  guaranteed  by  Canada  and  Quebec.  Department  of 
Finance  Vote  L26b,  Appropriation  Act  No.  2,  1966,  1966-67,  c.  3,  provided  for  the  pur- 
chase, acquisition,  and  holding  of  these  securities  by  the  Minister  of  Finance  to  the  extent 
of  $80  million.  A  further  $110  million  for  the  purchase  of  securities  to  be  issued  by  the 
Corporation  was  provided  by  Department  of  Finance  Vote  L30,  Appropriation  Act  No.  9, 
1966,  1966-67,  c.  55. 

Up  to  December  31,  1965,  the  Government  had  made  loans  to  the  Corporation 
against  such  securities  to  a  total  of  $22  million.  At  March  31,  1966  the  amount  was  $44 
million,  and  by  September  30,  1966  the  figure  had  risen  to  $95  million.  These  loans  are 
treated  by  the  Department  of  Finance  as  assets. 

Because  of  the  limits  imposed  by  the  present  legislation  of  Canada  and  the  Province 
of  Quebec  as  to  the  amount  of  the  grants  which  may  be  made  to  the  Corporation,  changes 
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will  be  required  in  this  legislation  before  the  additional  substantial  grants  required  can 
be  made.  In  last  year's  Report  (paragraph  57)  we  pointed  out  that  unless  these  addi- 
tional grants  are  provided,  the  total  requirement,  presently  estimated  at  $143,164,000 
(less  the  $40  million  already  granted)  will  have  been  financed  by  loans,  and  the 
Corporation  will  be  burdened  with  the  cost  of  additional  interest  and  at  the  conclusion 
of  the  Exhibition  will  not  have  the  cash  resources  necessary  for  repayment  of  the 
indebtedness. 

The  Public  Accounts  Committee  discussed  the  financing  of  the  Corporation  with 
officers  of  the  Department  of  Finance  at  its  meeting  held  on  June  16,  1966.  In  its 
Seventh  Report  to  the  House  of  Commons  the  Committee  expressed  its  concurrence 
with  our  views  and  recommended  that  amendments  to  the  existing  legislation  be  placed 
before  Parliament  and  the  Legislature  of  the  Province  of  Quebec  so  that  the  additional 
grants  required  can  be  made  by  the  parties  concerned,  namely  Canada,  Quebec  and 
the  City  of  Montreal  (see  Appendix  1,  item  42). 

57.  General  election  expenditure.  Expenditure  on  the  general  election  held  on  Novem- 
ber 8,  1965  totalled  $13,055,000  up  to  October  31,  1966  compared  with  the  $12,476,000 
cost  of  the  1963  general  election.  The  net  increase  of  $579,000  is  largely  attributable 
to  the  growth  of  the  urban  electorate  by  some  365,400  electors. 

The  following  financial  aspects  of  the  administration  of  the  1965  general  election 
were  noted  in  the  audit: 

1.  Expenditure  analysis — The  1965  election  expenditure  by  five  main  classifications 
shows  the  following  comparisons  with  the  1963  totals:  returning  officers'  services  and 
office  expenses  $1,690,400  ($1,650,300),  printing  $2,403,900  ($2,323,300),  preparatory 
work  $180,200  ($135,400),  enumeration  $4,991,400  ($4,759,700),  polling  station  accounts 
$3,358,000   ($3,230,400),  and  general  accounts  $431,300  ($377,200). 

2.  Advance  polls — Under  the  provisions  of  the  former  Canada  Elections  Act,  R.S.,  c.  23, 
the  privilege  of  voting  at  an  advance  poll  was  restricted  to  persons  whose  occupations 
necessitated  absence  from  their  ordinary  places  of  residence  on  polling  day.  It  was 
also  provided  that  if  less  than  15  votes  were  cast  at  an  advance  poll,  the  Chief  Electoral 
Officer  should  delete  the  name  of  that  place  from  the  authorized  schedule  of  advance 
polls. 

The  Canada  Elections  Act,  1960,  c.  39,  extended  the  privilege  of  voting  at  an 
advance  poll  to  any  elector  who  has  reason  to  believe  that  he  will  be  absent  from  his 
polling  division  and  unable  to  vote  on  the  ordinary  polling  day  and  dropped  the 
provision  regarding  the  disestablishment  of  an  advance  poll  where  less  than  15  votes 
were  cast. 

Less  than  15  votes  were  cast  at  371  of  the  1,822  advance  polls  established  for 
the  1965  election.  No  votes  were  cast  at  16  of  the  advance  polls,  one  vote  was  cast  at 
each  of  20  polls  and  2  votes  were  cast  at  each  of  20  polls. 

3.  Advances  made  to  election  officers — Section  60  of  the  Canada  Elections  Act  specifies 
that  fees  or  allowances  for  deputy  returning  officers  and  poll  clerks  and  rental  of  polling 
stations  shall  be  paid  by  special  warrants  drawn  on  the  Comptroller  of  the  Treasury 
and  that  all  other  claims  relating  to  the  conduct  of  an  election  shall  be  paid  by  separate 
cheques  issued  from  the  Office  of  the  Comptroller  of  the  Treasury  at  Ottawa.  Although 
the  Act  does  not  provide   for  advances  to  returning  officers,   advances   aggregating 
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$410,000  were  made  to  all  but  28  of  the  returning  officers  for  the  payment  of  expenses 
in  connection  with  the  1965  general  election. 

In  June  1958  we  suggested  to  the  Chief  Electoral  Officer  and  to  the  Comptroller 
of  the  Treasury  that,  until  such  time  as  the  Canada  Elections  Act  might  be  amended, 
the  claims  should  be  paid  by  separate  cheques  issued  from  the  Office  of  the  Comptroller 
of  the  Treasury  at  Ottawa,  and  sent  directly  to  each  person  entitled  to  payment  as 
stipulated  by  the  Act. 

The  provisions  of  section  60  of  the  former  Act  were  retained,  without  material 
change,  in  the  Canada  Elections  Act,  1960J  c.  39,  and  in  April  1962  we  again  drew 
attention  to  the  lack  of  authority  for  advances  to  election  officers. 

The  Chief  Electoral  Officer,  in  his  report  to  the  Speaker  of  the  House  of  Commons 
on  the  1962  general  election,  recommended  that  the  Canada  Elections  Act  be  amended 
to  provide  authority  for  the  payment  of  an  accountable  advance  to  an  election  officer, 
limited  to  an  amount  deemed  necessary  to  defray  such  office  and  other  incidental 
expenses  as  may  be  approved  under  the  tariff  of  fees,  costs,  allowances  and  expenses. 

In  its  Eighth  Report  1964  the  Public  Accounts  Committee  recorded  its  support  of 
the  recommendation  by  the  Chief  Electoral  Officer  and  expressed  the  hope  that  the 
amendment  would  be  considered  by  Parliament  at  an  early  date  (see  Appendix  1, 
item  28). 

There  has  been  no  amendment  to  the  existing  legislation  since  it  was  enacted  in 
1960. 

4.  Candidates'  deposits — A  returning  officer  substituted  his  $800  uncertified  personal 
cheque  for  the  deposits  of  four  candidates.  This  cheque,  received  by  the  Comptroller  of 
the  Treasury  on  November  8,  1965,  was  returned  on  December  28,  1965  marked  "not 
sufficient  funds".  In  the  meantime  the  returning  officer  had  been  paid  $1,950  for 
election  expenses.  The  $800  was  subsequently  recovered  but  the  incident  indicates  a 
need  for  revision  in  the  Chief  Electoral  Officer's  instructions  concerning  the  handling 
of  candidates'  deposits.  These  now  direct  a  returning  officer  to  substitute  his  personal 
certified  cheque  for  deposits  received  in  cash.  We  would  recommend  that  returning 
officers  be  required  to  obtain  bank  drafts  payable  to  the  Receiver  General  for  all 
deposits  received  in  cash. 

58.  Payment  of  additional  remuneration  to  employees.  Section  14  of  the  Civil  Service 
Act,  1960-61,  c.  57,  provides  in  part  as  follows: 

14.  (1)  Unless  authorized  by  or  under  this  Act  or  any  other  Act  of  Parliament,  no  payment 
additional  to  the  remuneration  authorized  by  law  shall  be  made  to  any  employee  in  respect  of  any 
service  rendered  by  him. 

(2)  Nothing  in  this  section  shall  be  construed  to  prohibit 

(a)  payment  to  an  employee  of  remuneration  in  respect  of  each  of  two  or  more  positions,  if  the 
remuneration  in  respect  of  one  position  is  not  sufficient  to  compensate  him  for  his  whole  time 
and  the  total  remuneration  of  the  employee  does  not  in  the  opinion  of  the  Commission  exceed 
reasonable  remuneration  for  the  duties  performed; 

In  the  Civil  Service  Act  the  term  "employee"  means  a  "person  employed  in  the  civil 
service"  as  opposed  to  the  wider  public  service. 

From  the  following  examples  it  may  be  seen  that  payments  additional  to  remunera- 
tion authorized  by  law  may  be  made  with  the  approval  of  the  Civil  Service  Commission 
and/or  the  Treasury  Board: 

—  A  person  who  had  been  appointed  by  the  Governor  in  Council  to  a  senior  post  in  the 
public  service  was  subsequently  appointed  to  a  part-time  position  in  the  civil  service  at  a , 
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salary  of  $4,500  per  annum.  This  person  was  thus  simultaneously  in  receipt  of  the  salary 
fixed  by  Parliament  for  the  senior  position  in  the  public  service  plus  $4,500  established 
by  the  Governor  in  Council  as  the  remuneration  of  the  part-time  position  in  the  civil 
service. 

—  Payments  totalling  $2,100  were  made  to  four  senior  civil  servants  as  honoraria  for  serv- 
ices rendered  by  them  to  another  department.  In  these  cases,  the  Treasury  Board  by 
Minute  of  March  31,  1966  pursuant  to  sections  68(1)  and  74  of  the  Civil  Service  Act 
directed  that  the  positions  occupied  by  the  four  senior  civil  servants  be  excluded  from  the 
operation  of  subsection  (1)  of  section  14  of  the  Civil  Service  Act  so  that  they  might 
be  eligible  to  receive  payment  of  the  honoraria  and  that  subsection  (1)  of  section  14 
be  re-applied  immediately  thereafter. 

<  59.  Surplus  in  Defence  Production  Revolving  Fund.  In  last  year's  Report  (para- 
graph 60)  we  drew  attention  to  the  surplus  that  has  been  allowed  to  accumulate  in  the 
Defence  Production  Revolving  Fund.  This  Revolving  Fund  was  established  under  section 
16  of  the  Defence  Production  Act,  R.S.,  c.62,  in  an  amount  not  to  exceed  $100  million 
for  the  purpose  of  acquiring,  storing,  maintaining  and  transporting  stocks  of  materials 
or  defence  supplies,  and  providing  working  capital  loans  and  advances  to  persons  engaged 
in  defence  work.  The  section  provides  that  no  amount  may  be  credited  to  the  Revolving 
Fund  to  reimburse  the  Fund  for  any  loss  sustained  except  pursuant  to  an  appropriation 
by  Parliament  for  that  purpose.  However,  the  Act  is  silent  with  respect  to  the  treatment 
of  any  surplus. 

The  Financial  Administration  Act  requires  that  a  surplus  in  a  revolving  fund  be 
"transferred  from  the  revolving  fund  as  revenue"  and,  like  the  Defence  Production  Act, 
that  "no  amount  may  be  credited  to  the  revolving  fund  to  meet  the  deficiency  except 
with  the  authority  of  Parliament".  These  directions  with  regard  to  treatment  of  surpluses 
and  deficits  seem  to  us  to  clearly  indicate  that  Parliament  wishes  to  be  made  aware  of 
losses  sustained  through  the  operations  of  revolving  funds  and  does  not  intend  that  any 
such  losses  be  absorbed  by  a  previously  accumulated  surplus. 

The  surplus  balances  in  the  Defence  Production  Revolving  Fund  at  the  end  of  the 
past  two  years  comprise: 

March  31 

1966  1965 

Interest  received   under  aircraft  sales  contracts   $1,564,000        $  1,111,000 

Interest   received    on  working   capital   advances    34,000  14,000 

Net  profit  on  strategic  material  inventory  transactions   735,000  731,000 

2,333,000  1,856,000 

Less:  Warehousing    and    other   expenses   relating   to   inventories   still 

on  hand    47,000  38,000 

$  2,286,000        $  1,818,000 


In  the  absence  of  specific  provisions  in  the  Defence  Production  Act  with  respect 
to  the  treatment  of  surplus,  departmental  officers  have  taken  the  view  that  surplus, 
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whether  derived  from  interest  earned  or  profit  on  a  strategic  material  inventory  that 
has  been  completely  disposed  of,  should  be  retained  in  the  Fund  as  protection  against 
possible  losses  on  similar  transactions  in  the  future. 

In  our  opinion  the  accumulation  of  revenues  against  which  future  losses  might  be 
charged  weakens  parliamentary  control.  If  a  loss  occurs  because  amounts  due  the  Crown 
under  aircraft  sales  contracts  cannot  be  collected  or  if  a  write-off  is  required  because 
some  strategic  material  stockpiled  by  the  Government  can  only  be  liquidated  below  cost 
then  Parliament  should  be  informed  of,  and  be  given  an  opportunity  to  discuss,  such 
losses  by  means  of  a  prompt  request  for  an  appropriation  to  recoup  the  Revolving  Fund. 
The  interest  earned  by  a  revolving  fund  represents  the  income  on  the  funds  employed 
and  should  be  transferred  from  that  fund  as  budgetary  revenues. 

60.  Unauthorized  use  of  the  Defence  Production  Revolving  Fund.  Department  of 
Defence  Production  Vote  5  provides  funds  each  year  for  the  Defence  Industry  Moderniza- 
tion Program  under  which  grants  are  made  to  the  Canadian  defence  industry  for  the 
acquisition  of  capital  equipment  to  assist  it  in  meeting  the  technological  standards 
necessary  to  compete  in  international  markets. 

The  expenditure  of  the  funds  is  the  responsibility  of  the  Minister  of  Defence  Produc- 
tion subject  to  the  approval  of  the  Treasury  Board.  Although  the  annual  appropriation 
imposes  no  unusual  restriction,  the  policy  of  the  Department  is  to  acquire  title  to  the 
machinery  for  which  assistance  is  being  given  by  arranging  to  'purchase'  it  from  the 
manufacturer  being  assisted  or  by  having  its  original  purchase  made  by  him  acting  as  an 
agent  for  the  Department.  Payment  is  then  made  by  the  Department,  50%  of  the  price 
being  charged  to  the  appropriation  and  50%  to  the  Defence  Production  Revolving  Fund. 
The  Department  then  'sells'  the  machinery  to  the  manufacturer  being  assisted  at  50% 
of  its  cost  payable  over  five  years  without  interest  with  title  passing  on  payment  of  the 
final  instalment. 

Regardless  of  the  paperwork  processed  by  the  Department,  the  net  result  is  the 
financing  of  the  full  cost  of  the  machinery,  half  of  the  amount  with  funds  from  the 
appropriation  and  the  remaining  half  by  means  of  a  loan  from  the  Revolving  Fund. 

From  the  inception  of  the  Program  in  July  1964  to  March  31,  1966,  $5.5  million  has 
been  made  available  in  this  manner  to  assist  the  Canadian  defence  industry,  half  of 
which  has  been  advanced  from  the  Revolving  Fund. 

Section  16(2)  (c)  of  the  Defence  Production  Act,  R.S.,  c.62,  expressly  prohibits  the 
making  of  loans  to  assist  in  the  acquisition  of  capital  equipment.  Consequently,  it  is  the 
view  of  the  Audit  Office  that  the  advances  from  the  Defence  Production  Revolving  Fund, 
aggregating  $2.75  million,  have  been  made  without  authority. 

61.  Department  of  External  Affairs  missions  abroad.  Reference  was  made  last  year 
(paragraph  61)  to  funds  not  accounted  for  in  1961  at  one  of  the  embassies  visited 
by  the  Audit  Office  in  the  course  of  its  test  examinations.  Two  of  the  three  employees 
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believed  to  have  been  concerned  with  the  handling  of  the  funds  at  that  time  left  the 
service  shortly  afterwards  and  the  Department's  efforts  to  trace  one  of  them  for  purposes 
of  questioning  have  been  unsuccessful.  The  two  who  were  questioned  have  denied  that 
they  had  anything  to  do  with  the  financial  records  of  the  embassy  at  the  time  of  the 
transactions.  The  Department  has  since  obtained  Treasury  Board  authority  to  make 
payment  to  the  transportation  company  which  has  denied  receiving  the  funds  which 
were  recorded  as  having  been  paid  to  it  in  1961. 

In  November  1964  we  suggested  to  the  Department  that  steps  be  taken  to  set  up 
a  small  internal  audit  staff  to  make  periodic  examinations  of  the  financial  transactions 
and  related  administrative  procedures  at  embassies  and  missions  abroad.  Such  examina- 
tions should  include  all  cash  funds  kept  by  representatives  of  other  departments  stationed 
at  the  embassy  (see  paragraph  82).  Although  the  Department  obtained  Treasury  Board 
approval  on  April  22,  1966  for  establishment  of  this  audit  staff,  it  has  not  yet  commenced 
to  function  due  to  unavoidable  delay  in  recruiting  qualified  personnel. 

In  the  meantime,  the  Audit  Office  undertook  to  make  test  examinations  at  a  number 
of  posts  to  the  extent  this  work  could  be  integrated  with  other  assignments  so  as  to  keep 
travel  overhead  to  a  minimum.  During  the  past  year  ten  diplomatic  missions  were 
visited  and  detailed  reports  containing  an  outline  of  the  work  done,  together  with  our 
comments  and  suggestions,  were  provided  to  the  Department.  Two  suggestions  which 
we  believe  should  be  implemented  without  delay  are: 

1 .  Posts  abroad  are  required  to  submit  estimates  of  proposed  expenditure  for  the  ensuing 
year.  However,  they  are  not  informed  as  to  the  extent  to  which  these  estimates 
are  approved.  Neither  are  they  provided  with  monthly  statements  of  their  expenditures. 
In  the  interest  of  effective  financial  control  each  post  should  be  required  to  live  within 
its  budget  and  should  receive  monthly  statements  showing  a  comparison  of  its  expend- 
itures for  the  month  and  for  the  year  to  date,  with  its  budget. 

2.  With  minor  exceptions,  Canadians  at  posts  abroad  are  permitted  to  import  certain 
goods  free  of  duties  and  taxes.  Although  an  abuse  of  this  privilege  is  serious,  the  posts 
are  not  required  to  maintain  records  of  such  purchases.  We  have  recommended  that 
complete  records  should  be  maintained  in  this  respect  and  that  the  exercise  of  the 
privilege  should  be  supervised  at  a  high  level. 

62.  Indirect  compensation  to  chartered  banks.  In  previous  Reports  reference  has 
been  made  to  the  practice  of  the  Government  of  maintaining  large  balances  on  deposit 
with  the  chartered  banks,  receiving  interest  only  on  the  balances  in  excess  of  an  aggregate 
of  $100  million.  The  view  was  expressed  that  this  constituted  indirect  compensation  to  the 
chartered  banks  for  services  provided  to  the  Crown  and  was  contrary  to  section  93(1) 
of  the  Bank  Act,  1953-54,  c.  48. 

The  Public  Accounts  Committee  in  its  Fourth  Report  1963,  Sixth  Report  1964  and 
Seventh  Report  1966  has  expressed  the  view  that,  if  the  banks  are  to  be  compensated 
for  services  provided  to  the  Crown,  consideration  should  be  given  to  the  most  equitable 
manner  in  which  this  may  be  done,  with  statutory  sanction  being  given  by  means  of 
an  appropriate  amendment  to  the  Bank  Act  (see  Appendix  1,  item  21). 
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At  the  1966-67  session  of  Parliament,  Bill  C-222  entitled  "An  Act  respecting  Banks 
and  Banking",  was  given  second  reading  and  referred  to  the  Standing  Committee  on 
Finance,  Trade  and  Economic  Affairs  on  October  6,  1966.  Clause  93  of  this  Bill  reads 
as  follows: 

93.  (1)  The  bank  shall  not  make  a  charge  for  cashing  a  cheque  or  other  instrument 
drawn  on  the  Receiver  General  or  on  his  account  in  the  Bank  of  Canada  or  in  any  other 
bank,  or  for  cashing  any  other  instrument  issued  as  authority  for  the  payment  of  money 
out  of  the  Consolidated  Revenue  Fund,  or  in  respect  of  any  cheque  or  other  instrument 
drawn  in  favour  of  the  Receiver  General,  the  Government  of  Canada  or  any  department 
thereof  or  any  public  officer  in  his  capacity  as  such,  and  tendered  for  deposit  to  the  credit 
of  the  Receiver  General. 

(2)  Nothing  in  subsection  (1)  shall  be  construed  to  prohibit  any  arrangement  between 
the  Government  of  Canada  and  the  bank  concerning  interest  to  be  paid  on  any  or  all 
deposits  of  the  Government  of  Canada  with  the  bank. 

(3)  The  bank  shall  not,  directly  or  indirectly,  charge  or  receive  any  sum  for  the  keeping 
of  an  account  unless  the  charge  is  made  by  express  agreement  between  the  bank  and  the 
customer. 

Subclause  (2),  quoted  above,  is  evidently  designed,  as  was  an  identical  clause  in 
a  previous  Bill  commented  upon  in  our  1965  Report  (paragraph  62),  to  permit  the 
continuation  of  the  practice  of  compensating  banks  indirectly  for  services  provided 
to  the  Crown,  by  keeping  non-interest-bearing  funds  (currently  an  aggregate  of  $100 
million)  on  deposit  with  them.  In  its  Seventh  Report  1966  the  Committee  expressed 
the  opinion  that  the  then  proposed  amendment  did  not  meet  the  recommendation  of 
the  Committee  and  it  asked  the  Department  of  Finance  for  explanations  on  three  points: 

(1)  why  an  amount  of  $100  million  should  be  left  on  deposit  with  the  chartered  banks 
free  of  interest; 

(2)  why,  if  the  Department  considers  that  the  chartered  banks  should  be  compensated 
for  the  service  provided  by  them  to  the  Government,  it  has  not  recommended  that  sub- 
section (1)  of  section  93  of  the  Bank  Act  be  amended  to  permit  this;  and 

(3)  what  other  means  of  compensating  the  banks  for  services  rendered  were  considered 
and  why  they  are  being  discarded. 

63.  Errors  in  Public  Service  Superannuation  Account  pension  and  contribution  calcu- 
lations. Comments  under  this  heading  have  appeared  in  our  Reports  to  the  House  for  the 
past  five  years.  The  Public  Accounts  Committee  in  its  Fourth  Report  1963  recorded  its 
concern  over  the  high  incidence  of  error  in  the  superannuation  accounts  and  in  its  Sixth 
Report  1964  expressed  its  further  concern  that  the  matter  was  taking  so  long  to  be 
corrected  (see  Appendix  1,  item  18). 

Our  test  audit  during  1965-66  disclosed  approximately  the  same  incidence  of  error 
as  in  1964-65.  An  analysis  of  the  errors  indicated  that  more  than  half  of  them  had 
been  made  within  the  year. 

Last  year  we  reported  that  the  Superannuation  Branch  had  established  a  special 
review  unit  to  check  in  detail  the  files  of  all  contributors  between  the  ages  of  55  and 
63  in  order  to  locate  any  financial  discrepancies  before  the  contributors  leave  the  service. 
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There  were  then  some  25,000  contributors  in  this  age  group  and  the  Branch  decided 
to  delay  checking  the  files  of  those  over  63  until  the  respective  retirement  dates. 

As  at  November  30,  1966,  the  special  review  unit  had  completed  the  review  of  the 
files  of  all  contributors  who  were  in  the  59  years  to  63  years  age  group  on  April  1,  1964. 

We  have  been  recommending  since  1959  that  the  Superannuation  Branch,  when 
determining  annuities  to  be  paid,  should  verify  contributions  made  in  relation  to  salary 
earned  and  the  documents  on  file.  This  procedure  would  automatically  indicate  errors 
made  at  any  time  during  the  period  of  service  and  reduce  the  possibility  of  error 
in  calculating  the  annuity.  On  June  16,  1966  the  Comptroller  of  the  Treasury  informed 
the  Public  Accounts  Committee  that  a  procedure  would  be  introduced  by  July  1 
whereby  the  Superannuation  Branch  would  ensure  that  proper  superannuation  con- 
tributions had  been  reserved  from  salary  for  the  pensionable  service  credits  allowed. 
Accordingly,  the  Superannuation  Branch  was  directed  to  effect  a  final  reconciliation, 
at  retirement  or  at  the  end  of  35  years  pensionable  service,  of  all  contributions  required 
with  respect  to  the  entire  period  of  pensionable  service. 

In  its  Seventh  Report  1966,  the  Public  Accounts  Committee  recorded  its  under- 
standing that  the  immediate  introduction  of  the  internal  auditing  steps  outlined  to 
the  Committee  by  the  Comptroller  of  the  Treasury  should  eliminate  the  majority  of 
the  errors  in  the  pension  and  contribution  calculations.  The  Committee  requested  the 
Auditor  General  to  continue  to  keep  it  fully  informed  on  this  matter. 

Reference  has  been  made  in  our  Reports  for  the  past  three  years  to  the  lack  of 
verification  of  the  correctness  of  contributions  reported  to  the  Central  Pay  Division 
in  respect  of  employees  of  various  Crown  corporations.  We  were  advised  in  1964-65 
that  action  would  be  taken  to  correct  the  situation.  Contributors'  accounts  in  this 
category,  which  numbered  only  4,353  at  December  31,  1959,  had  increased  to  8,685 
at  December  31,  1965.  We  have  been  informed  by  the  Central  Pay  Division  that  the  4,353 
accounts  have  been  posted,  verified  and  reconciled  to  December  31,  1959  and  3,728 
accounts  have  been  posted,  verified  and  reconciled  to  December  31,  1964.  Lack  of 
information  available  only  from  the  respective  corporations  has  delayed  the  completion 
of  this  project. 

64.  Special  assistance  to  fishermen.  During  the  year  $1  million  was  appropriated 
(Department  of  Fisheries  Votes  15d  and  15e)  for: 

Payment,  subject  to  such  terms  and  conditions  as  the  Governor  in  Council  prescribes,  of 
assistance  to  fishermen  whose  income  from  fishing  in  the  calendar  year  1965  was  less  than 
their  income  for  fishing  in  1964  due  to  circumstances  beyond  the  control  of  such  fishermen. 

Pursuant  to  this  appropriation  the  Governor  in  Council  prescribed  assistance  of  up  to 
$350  to  a  married  fisherman  with  dependents  and  up  to  $200  to  a  single  man,  and  in  so 
doing  reiterated  that  the  intent  was  to  assist  fishermen  whose  income  from  fishing  in 
the  calendar  year  1965  was  less  than  their  1964  fishing  income  due  to  circumstances 
beyond  their  control. 
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The  assistance  program  was  implemented  by  the  Department  of  Fisheries  with  the 
co-operation  of  the  Unemployment  Insurance  Commission.  However,  the  basic  require- 
ment that  1965  income  be  unfavourable  in  relation  to  1964  income  was  not  included 
in  the  arrangement,  the  officials  being  of  the  opinion  that  this  was  impractical.  Instead, 
a  single  man,  who  qualified  as  a  bona-fide  fisherman  on  the  basis  of  at  least  five  fishing 
"contribution  weeks"  during  the  period  March  28,  1965  to  December  26,  1965,  was 
assured  of  an  income  supplement  of  $200  made  up  of  his  entitlement  to  unemployment 
insurance  benefits,  if  any,  plus  the  special  assistance  from  the  Department.  Similarly, 
a  fisherman  with  dependents  was  assured  of  $350. 

A  weakness  in  this  arrangement  was  that  since  the  Department  made  the  assistance 
payments  on  the  strength  of  information  provided  by  the  Unemployment  Insurance 
Commission,  a  fisherman  was  not  required  to  make  an  individual  application  for  assist- 
ance. In  some  instances,  after  receiving  special  assistance,  fishermen  qualified  for  unem- 
ployment insurance  benefits  with  the  result  that  assistance  overpayments  occurred. 
If  they  had  been  required  initially  to  apply  for  the  assistance  and  to  attest  that  all 
earned  unemployment  insurance  stamps  had  been  reported  to  the  Commission,  the 
Department  would  presumably  have  avoided  making  a  number  of  assistance  overpay- 
ments and  would  be  in  a  better  position  to  enforce  recovery  than  is  now  the  case.  Known 
overpayments  in  1965-66  amounted  to  $64,000  of  which  only  $32,000  has  been  recovered. 

Expenditure  for  the  year  amounted  to  $996,778.  Further  outlays  totalling  $152,306 
have  been  made  from  additional  appropriations  provided  in  the  1966-67  fiscal  year. 

To  the  extent  that  payments  were  made  to  fishermen  whose  income  from  fishing 
in  the  calendar  year  1965  was  not  "less  than  their  income  for  fishing  in  1964  due  to 
circumstances  beyond  the  control  of  such  fishermen"  the  money  provided  by  these 
appropriations  was  expended  for  a  purpose  other  than  that  for  which  it  had  been 
appropriated  by  Parliament. 

65.  Subsidization  of  Fishermen's  Indemnity  Plan.  References  were  made  in  our  1964 
Report  (paragraph  53)  and  our  1965  Report  (paragraph  66)  to  the  two  accounts,  the 
Lobster  Trap  Indemnity  Account  and  the  Fishing  Vessel  Indemnity  Account,  which  are 
maintained  in  connection  with  the  Fishermen's  Indemnity  Plan  which  was  introduced 
in  1953-54.  As  was  pointed  out,  although  the  Plan  was  intended  to  be  self-supporting 
(except  for  its  administrative  costs  which  are  met  through  parliamentary  appropriations) 
both  accounts  have  recorded  net  deficits  from  their  inception. 

The  deficits  for  1965-66  amounted  to  $3,335  in  the  Lobster  Trap  Indemnity  Account 
compared  with  a  deficit  of  $10,127  in  the  previous  year  and  $52,665  in  the  Fishing  Vessel 
Indemnity  Account  compared  with  a  deficit  of  $70,872  in  the  previous  year. 

The  comparatively  small  deficit  in  the  Lobster  Trap  Indemnity  Account  reflects 
the  continuation  of  the  trend  toward  diminishing  deficits  in  this  Account  but  it  is 
apparent  that  this  is  due  largely  to  the  fact  that  the  number  of  fishermen  availing 
themselves  of  the  Lobster  Trap  Indemnity  plan  has  been  decreasing  steadily.  This  is 
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illustrated  by  the  fact  that  premium  revenue  which  was  at  an  all-time  high  of  $44,000 
in  1961-62  reached  an  all-time  low  of  $1,671  in  1965-66. 

Two  years  ago  we  were  informed  that  the  Department  of  Fisheries  was  engaged 
in  a  detailed  study  to  ascertain  the  extent  to  which  factors  other  than  weather  might 
have  been  operative  in  causing  the  all-time  high  deficit  of  $168,000  in  the  Fishing  Vessel 
Indemnity  Account  in  1963-64  and  to  determine  what  further  changes  in  the  regulations 
are  practicable  or  to  what  extent  the  premium  rates  should  be  revised.  Although  the 
study  by  the  Department's  Economics  Service  was  completed  more  than  a  year  ago, 
it  is  still  being  considered  by  a  special  policy  committee  set  up  by  the  Minister  and 
there  have  as  yet  been  no  further  changes  in  the  regulations  or  premium  rates.  We 
have  been  informed,  however,  that  as  the  study  revealed  a  particularly  high  loss  ratio 
among  older  vessels,  the  cost  of  meeting  claims  relating  to  these  vessels  has  been  reduced 
by  applying  higher  depreciation  rates  in  the  valuation  of  the  vessels  for  purposes  of 
premiums  and  indemnity  payments. 

66.  Continued  upkeep  of  facilities  by  the  Maritime  Marshland  Rehabilitation  Admin- 
istration. The  Maritime  Marshland  Rehabilitation  Act,  R.S.,  c.175,  was  enacted  to 
provide  for  the  reclamation  and  development  of  marshlands  in  the  Provinces  of  New 
Brunswick,  Nova  Scotia  and  Prince  Edward  Island.  It  provides  for  the  construction  and 
reconstruction  by  the  Federal  Government  of  dykes,  aboiteaux  and  breakwaters  and  for 
assistance  to  the  provinces  with  respect  to  like  works. 

The  Act  requires  that  in  advance  of  work  being  undertaken  in  any  province,  the 
province  enter  into  an  agreement  with  Canada  providing  among  other  things  for  the 
province  to  maintain  the  works  in  satisfactory  condition.  This  responsibility,  however, 
was  to  be  assumed  at  such  time  as  the  responsible  Minister  might  designate. 

Agreements  were  entered  into  by  each  of  the  provinces  in  1949  and  in  the  intervening 
years  to  March  31,  1966,  $22,106,000  has  been  expended  by  the  Federal  Government  on 
M.M.R.A.  activities,  practically  all  in  New  Brunswick  and  Nova  Scotia.  An  analysis  of 
this  amount,  based  on  the  details  of  expenditure  presented  annually  in  the  Public 
Accounts,  shows  that  $13,321,000  has  been  charged  to  construction  of  works.  A  further 
amount  of  $560,000  was  expended  on  the  acquisition  of  equipment.  The  balance  of 
$8,225,000  involves  administration,  operation  and  maintenance  costs,  the  largest  individ- 
ual item  being  $4,673,000  for  salaries  and  wages. 

We  believe  that  the  provisions  of  the  Act  indicate  that  Parliament  intended  that  the 
provinces  assume  responsibility  for  the  operation  and  maintenance  of  the  works  without 
undue  delay  following  their  completion.  Nevertheless  in  no  case  up  to  March  31,  1966 
had  a  province  been  required  to  do  so.  This  was  despite  the  fact  that  in  1959  the  Treasury 
Board  expressed  the  view  that  as  most  of  the  smaller  projects  would  be  completed  by 
'  1961,  it  would  be  appropriate  to  recommend  to  the  provinces  that  plans  be  made  for 
them  to  assume  responsibility  for  the  operation  and  maintenance  of  the  projects.  In  the 
current  year  arrangements  have  been  made  for  New  Brunswick  and  Nova  Scotia  to 
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assume  financial  responsibility  for  upkeep  but  only  after  a  transfer  period  expiring 
March  31,  1970. 

67.  Loss  occasioned  by  cancellation  of  grain  storage  commitment.  The  terms  of  a 
contract  between  two  large  grain  companies  provided  for  the  purchase  and  shipment  of 
400,000  bushels  of  feed  grain  from  Fort  William  to  Halifax.  Space  at  the  Halif ax  elevators 
to  accommodate  this  proposed  shipment  was  confirmed  by  the  National  Harbours  Board 
on  August  12,  1964. 

On  October  1,  1964,  two  days  before  the  grain  was  loaded  on  board  a  ship  at  Fort 
William,  the  National  Harbours  Board  notified  the  agent  of  one  of  the  contracting  com- 
panies that  the  Halifax  elevators  were  filled  to  capacity  and  that  no  storage  space  was 
available  for  the  incoming  shipment.  By  this  date,  the  grain  company  was  bound  to  its 
shipping  contract  and  to  the  shipowner's  schedule  of  contract  dates.  As  a  result,  on 
October  3,  1964  the  ship  was  loaded  and  dispatched  with  the  knowledge  that  no  storage 
facilities  were  then  available  at  Halifax. 

The  ship  was  diverted  to  Quebec  City  where,  following  a  ten-day  wait,  the  grain  was 
unloaded  into  an  elevator.  The  grain  was  stored  in  this  elevator  from  October  1964  until 
February  1965  when  onward  shipment  was  made  by  rail.  In  the  meantime,  negotiations 
were  proceeding  between  the  two  companies  and  government  representatives  towards 
settlement  of  claims  for  extra  demurrage  and  the  excess  of  rail  costs  over  the  water  costs 
for  transportation  of  the  grain  from  Quebec  to  its  final  destination. 

Provision  for  payment  of  the  claims  was  made  in  the  1964-65  Department  of 
Forestry  Vote  37  but  settlements  were  not  reached  before  the  funds  lapsed.  In  1965-66, 
Department  of  Forestry  Vote  11,  "Payment  in  respect  of  extra  costs  resulting  from 
unloading  the  S.S.  Wheat  King  at  Quebec  while  en  route  to  deliver  grain  at  Halifax", 
provided  an  amount  of  $58,400  and  was  charged  with  $43,978  in  final  settlement  of  the 
claims. 

68.  Forestry  research  grants  in  excess  of  amount  fixed  by  Parliament.  Vote  15  of  the  . 
Department  of  Forestry  provided   for  "Administration,   Operation   and  Maintenance 
including  grants  as  detailed  in  the  Estimates".  Included  in  the  supporting  Details  was 
provision  of  $62,900  for  "Grants  in  Aid  of  Forestry  Research".  As  grants  amounting  to 
$66,390  were  made,  the  item  was  over-expended  by  $3,490. 

This  over-expenditure  was  accidental,  resulting  from  a  breakdown  in  the  controls 
normally  applied.  Steps  have  been  taken  to  avoid  a  recurrence. 

A  dollar  vote  in  1966-67  Supplementary  Estimates  (C)  reads: 

Vote  16c — To  ratify  and  confirm  the  payment  of  grants  in  aid  of  forestry  research 
in  the  amount  of  $3,490  during  the  1965-66  fiscal  year. 

69.  Expenses  of  Canadian  Council  on  Rural  Development.  Prior  to  an  amendment. 

in  April  1966,  section  6  of  the  Agricultural  Rehabilitation  and  Development  Act,  1960-61, 

c.30,  read  as  follows: 

The  Minister  may,  for  the  purpose  of  carrying  out  the  purposes  and  provisions  of  this 
Act,  establish  such  advisory  committees  as  he  deems  necessary  and  appoint  the  members! 
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thereof,  and  the  members  of  such  committees  are  entitled  to  be  paid  reasonable  travelling 
and  living  expenses  while  absent  from  their  ordinary  place  of  residence  in  the  course  of 
their  duties. 

Under  this  authority  the  Canadian  Council  on  Rural  Development  was  established 
late  in  1965  and  expenses  of  $9,956  were  incurred  in  respect  of  meetings  and  other 
activities  of  the  Council.  These  expenses  wTere  charged  to  a  "project"  set  up  for  the 
purpose  under  Department  of  Forestry  Vote  35  which  provided  for  "Payments  in 
respect  of  projects  and  programs  under  the  Agricultural  Rehabilitation  and  Develop- 
ment Act,  and  payments  to  Provinces  pursuant  to  agreements  entered  into  under  that 
Act".  This  was  done  despite  the  fact  that  it  is  Vote  25  of  the  Department  which  provided 
funds  for  the  administration  of  the  Act,  and  ordinarily  an  advisory  service  is  regarded 
as  an  administrative  function.  Similarly,  $100,000  has  been  budgeted  for  the  Council's 
expenses  in  1966-67,  with  the  same  procedure  being  followed. 

Included  in  the  Council's  expenses  of  $9,956  was  $4,200  for  honoraria  to  members 
at  the  rate  of  $50  per  day  for  each  day  spent  in  travelling  to  and  from  and  attending 
Council  meetings.  As  section  6  of  the  Act,  quoted  above,  provided  only  for  travelling 
and  'living  expenses  the  honoraria  were  paid  on  an  ex  gratia  basis.  Although  Parliament 
made  provision  for  the  payment  of  remuneration  to  Council  members  when  the  Act 
was  amended  in  1966,  this  authority  was  not  made  retroactive.  In  our  opinion  the 
payments  prior  to  the  amendment  required  legislative  sanction,  Executive  authority 
being  insufficient  because  an  area  of  government  already  regulated  by  legislation  was 
involved. 

70.  Failure  to  record  revenues  accruing  to  the  Crown.  The  Department  of  Industry 
Vote  5  provides  for  financial  assistance  to  sustain  technological  capability  in  Canadian 
industry  by  supporting  selected  defence  development  programs  on  terms  and  conditions 
approved  by  the  Treasury  Board. 

The  agreements  with  the  companies  being  assisted  include  a  variety  of  terms  and 
conditions  covering  company  contributions  to  the  development  programs,  profit  sharing 
and  the  disposition  of  the  Crown's  share  of  the  profits  derived  from  the  sale  of  products 
developed  under  the  programs. 

In  those  cases  where  the  agreements  provide,  with  the  approval  of  the  Minister, 
for  the  Crown's  share  of  the  profits  to  be  retained  by  the  company  for  use  on  develop- 
ment projects,  it  is  fundamental  to  the  preservation  of  parliamentary  control  of  expendi- 
ture that  such  profits  be  recorded  by  the  Department  as  revenue  and  that  equivalent 
amounts  be  charged  to  an  appropriation  for  financial  assistance  to  Canadian  industry. 

One  of  the  companies  reported  that  the  Crown's  share  of  its  profits  to  June  30, 
1965  was  $46,710  and  in  December  1965  the  Minister  approved  the  use  of  this  amount 
;by  the  company  on  development  projects.  Neither  the  revenue  nor  the  expenditure 
Iwas  recorded  by  the  Department. 

In  our  opinion  the  effect  of  this  action  was  to  supplement  the  Vote  by  $46,710 
which  should  have  been  recorded  as  revenue  in  the  Consolidated  Revenue  Fund. 
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71.  Living  allowances  to  federally-appointed  judges.  In  previous  Reports  we  have 
expressed  the  opinion  that  allowances  of  up  to  $100  per  day  paid  to  judges  called  upon 
to  act  on  matters  outside  their  normal  judicial  duties  are  excessive  as  living  allowances 
and  could  be  regarded  as  including  an  element  of  remuneration,  contrary  to  the  provi- 
sions of  the  Judges  Act,  R.S.,  c.159. 

This  opinion  is  shared  by  the  Public  Accounts  Committee  which  recommended 
in  its  Fourth  Report  1963  and  Fourth  Report  1964  that  the  approval  of  Parliament 
should  be  obtained  for  the  practice  if  it  is  continued  (see  Appendix  1,  item  7). 

The  situation  has  not  changed  materially  and  in  the  year  15  federal  appointments, 
involving  14  judges,  were  made  at  rates  of  allowances  of  $50  to  $100  per  day. 

We  understand  that  the  Department  of  Labour  for  whom  judges  have  acted 
frequently  in  labour  disputes  is  now  seeking  to  avoid  using  their  services  in  departmental 
work  as  far  as  it  is  possible  to  do  so.  We  also  understand  that  the  Minister  of  Justice 
recently  wrote  to  all  chief  justices  and  provincial  attorneys  general  informing  them 
that  it  had  come  to  his  attention  that  judges  were  acting  in  labour  arbitrations  and 
conciliations  at  the  request  of  private  employers  and  trade  associations.  The  Minister 
pointed  out  that  a  judge  is  required  by  the  Judges  Act  to  devote  himself  exclusively 
to  his  judicial  duties  and  is  prohibited  from  acting  as  a  commissioner  or  arbitrator  on 
any  commission  or  inquiry  without  the  consent  of  the  Governor  in  Council  unless 
appointed  by  the  Governor  in  Council  or  Lieutenant-Governor  in  Council. 

72.  Federal  losses  from  bankruptcies.  In  our  1965  Report  (paragraph  69)  reference 
was  made  to  recommendations  by  a  commission  of  inquiry,  which  had  been  appointed 
by  the  Province  of  Quebec  to  determine  the  effect  of  bankruptcies  on  the  revenue  of 
the  Province,  for  changes  in  the  Bankruptcy  Act,  R.S.,  c.  14,  and  in  the  administration 
of  bankruptcy,  including  the  establishment  of  a  "permanent  inquiry  service"  either 
under  section  3(5)  of  the  Bankruptcy  Act  which  provides  that 

The  Superintendent  may  engage  such  accountants  or  other  persons  as  he  may  deem 
advisable  to  conduct  an  inspection  or  investigation . . . 

or  under  some  other  legislative  provision.  We  pointed  out  that  no  amount  had  yet  been 
established  to  indicate  the  extent  to  which  federal  revenue  had  been  lost  as  a  result  of 
bankruptcy  irregularities. 

No  attempt  has  been  made  to  ascertain  the  shortfall  in  federal  revenue  arising  from 
fraudulent  bankruptcies  mainly  because  of  the  difficulty  of  determining  all  the  bank- 
ruptcies in  which  fraud  and  dishonesty  may  have  been  involved.  However,  in  the  early 
part  of  1966  a  committee  was  formed  under  the  chairmanship  of  the  Superintendent  of 
Bankruptcy  to  review  representations  that  have  been  made  from  time  to  time  suggesting 
amendments  to  the  Bankruptcy  Act,  and  to  recommend  amendments  designed  to  improve 
federal  legislation  in  bankruptcy  matters. 

The  Superintendent  of  Bankruptcy  has  been  authorized  to  increase  his  staff  con- 
siderably in  order  to  strengthen  the  administration  of  the  Act  and,  particularly,  to  carry 
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out  the  additional  duties  placed  on  him  by  the  amendments  to  the  Bankruptcy  Act 
which  were  assented  to  July  11,  1966  (1966-67,  c.  32).  The  new  duties  are  related 
primarily  to  the  enforcement  of  the  Act,  including  both  the  audit  of  trustees'  records 
and  the  investigation  of  suspected  irregularities. 

73.  Admiralty  courts.  Under  the  authority  provided  by  the  Admiralty  Act,  R.S.,  c.l, 
nine  Admiralty  courts  were  established  in  Canada  to  deal  with  matters  coming  within 
the  jurisdiction  of  the  Exchequer  Court  of  Canada  on  its  Admiralty  side.  The  Act 
provides  for  the  appointment  of  a  registrar  for  each  court.  All  of  the  registrars,  except 
one,  are  provincial  officers  who  are  compensated  for  their  work  either  in  the  form  of  an 
annual  salary  of  $300  or  through  the  fees  provided  by  the  General  Rules  and  Orders 
of  the  Court.  Financial  transactions  of  the  courts  relate  mainly  to  deposits  by  litigants, 
interest  on  deposits,  registrars'  fees  and  payments  under  the  authority  of  court  orders. 

An  examination  during  the  year  of  all  of  the  Admiralty  courts  disclosed  a  number 
of  weaknesses  in  administration,  including  inadequate  records,  intermingling  of  federal 
and  provincial  funds,  retention  of  the  interest  earnings  by  some  of  the  registrars,  fees 
improperly  paid  to  the  provinces,  etc.  Our  report  to  the  Department  of  Justice  pointed 
out  the  need  for  more  careful  definition  of  the  financial  arrangements  for  these  courts 
and  for  the  establishment  of  adequate  financial  records.  These  matters  are  now  under 
study  by  the  Accounting  Advisory  Service  of  the  Comptroller  of  the  Treasury. 

74.  Municipal  winter  works  incentive  program.  Incentive  payments  by  the  Federal 
Government  from  the  inception  of  the  first  winter  works  program  have  amounted  to 
$178  million. 

Reference  was  made  in  last  year's  Report  (paragraph  71)  to  this  program  under 
which  the  Federal  Government,  by  agreement  with  all  of  the  provinces  and  the  Yukon 
and  Northwest  Territories,  has  undertaken  to  pay  a  percentage  of  direct  labour  costs 
incurred  on  site  on  accepted  winter  works  projects  undertaken  by  municipalities,  Indian 
bands,  and  unorganized  settlements. 

The  Report  drew  attention  to  a  condition  of  the  agreements  which  requires  final 
claims  for  incentive  payments  by  the  Federal  Government  to  be  audited  by  the  pro- 
vincial auditor  or  an  auditor  designated  by  him,  and  to  the  inadequacy  of  the  audit 
being  performed,  in  compliance  with  this  condition,  by  or  on  behalf  of  some  of  the 
provincial  auditors. 

We  reported  also  that  our  test  examinations  indicated  that  the  effectiveness  of  the 
program  in  providing  benefits  to  those  whom  it  was  designed  to  assist  was  somewhat  less 
than  its  potential  and  that  there  was  need  for  a  more  specific  spelling-out  of  the  terms 
of  the  agreements  to  set  straight  some  questionable  practices  which  had  developed. 
The  following  abuses  were  cited:  regular  or  permanent  employees  of  a  municipality 
employed  on  projects  without  being  replaced  at  their  regular  jobs  by  men  drawn  from 
the  pool  of  unemployed;  contractors'  senior  personnel,  including  the  principals  of  the 
firms,  employed  on  projects;  a  tendency  to  undertake  'makework'  projects  of  little  value; 
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some  municipalities  and  unorganized  settlements  assessing  each  worker  a  percentage  of 
his  earnings;  overtime  worked  under  circumstances  which  did  not  give  employment  to 
more  workers;  workers  frequently  employed  on  projects  without  first  having  been 
referred  by  the  National  Employment  Service;  an  instance  where  the  wages  paid  to 
religious  brothers  who  had  worked  on  a  project  were  claimed;  and  the  wages  shown 
on  the  claim  at  the  rates  charged  to  the  municipality  by  the  contractor  and  not  at  the 
rates  actually  paid  to  the  employees. 

Also  drawn  to  attention  were  instances  of  fraudulent  and  irregular  practices  including 
payment  of  wages  to  employees  for  longer  hours  than  were  actually  worked,  the  reporting 
of  wages  on  claims  at  hourly  rates  which  were  more  than  were  actually  paid,  the  inclusion 
of  fictitious  employees  on  project  payrolls  and  the  inclusion  on  project  payrolls  of 
municipal  employees  who  were  engaged  on  other  than  winter  works  projects. 

Our  examinations  in  1965-66  in  respect  of  the  1964-65  program  year  indicated  that 
verification  of  claims  by  or  on  behalf  of  the  provincial  auditors  was  being  extended. 
However,  one  province  continues  to  be  reluctant  to  permit  members  of  the  Audit  Office 
to  examine  the  records  of  its  municipalities  and  again  no  examinations  were  made. 
Examinations  of  provincial  and  municipal  records  and  of  reports  of  provincial  auditors 
relating  to  claims  for  the  1964-65  program  year  showed  a  continuation  of  substantially 
the  same  questionable  practices  as  were  noted  in  the  preceding  year's  examinations. 

For  the  1966-67  program  year  the  terms  and  conditions  which  have  been  proposed 
to  the  premiers  of  the  provinces  and  which  are  intended  to  form  the  basis  of  new  agree- 
ments have  been  elaborated  upon  in  order  to  impose  greater  restrictions  than  those  of 
prior  agreements.  These  terms  and  conditions  incorporate  changes  designed  to  prevent 
any  possible  misunderstanding  of  the  intent  of  the  program  and  to  curb  the  questionable 
practices  referred  to  above.  Among  the  new  terms  are:  payments  to  regular  and  year- 
round  employees  of  the  municipalities  may  not  be  included  as  claimable  costs  incurred 
on  winter  works  projects;  a  spelling-out  of  the  types  of  labour  eligible  for  employment 
including  the  stipulation,  in  connection  with  supervisory  staff  of  contractors,  that  only 
labour  performed  in  the  immediate  supervision  of  the  direct  labour  on  the  project  is 
eligible;  "direct  payroll  costs"  shall  include  only  the  actual,  out-of-pocket  outlays  of 
municipalities  for  work  performed  on  site  and  shall  be  reduced  by  any  deductions  made 
or  rebates  received  from  the  wages  of  employees  engaged  on  projects;  the  emergencies 
under  which  overtime  work  is  acceptable  shall  be  restricted  to  those  circumstances  where 
immediate  action  is  required  to  save  a  situation  not  foreseen;  and  a  clarification  of  the 
conditions  under  which  an  employee  who  has  not  been  referred  by  the  National  Employ- 
ment Service  shall  be  acceptable. 

75.  Existence  of  annuitants.  An  examination  of  procedures  relating  to  payments  to 
annuitants  by  the  Government  Annuities  Branch  disclosed  that,  while  periodic 
checks  are  made  where  the  annuity  is  forwarded  direct  to  a  bank  for  deposit  to 
the  credit  of  an  annuitant's  account  or  is  made  payable  to  a  committee,  guardian  or 
administrator,  no  attempt  is  made  by  the  Annuities  Branch  to  establish  the  existence 


COMMENTS  ON  EXPENDITURE  AND  REVENUE  TRANSACTIONS  41 

of  an  annuitant  to  whom  payment  is  being  made  directly.  Although  the  endorsement 
clause  on  annuity  cheques  is  restrictive  in  that  it  specifies  that  the  amount  is  payable 
only  if  the  payee  is  alive  on  the  date  of  issue  of  the  cheque,  prohibits  payment  to  an 
executor,  administrator  or  attorney-in-fact,  and  requires  that  the  endorsement  be  that 
of  the  payee  personally,  our  examination  disclosed  that  the  endorsement  provisions 
were  not  always  complied  with.  Moreover,  no  examination  of  endorsements  was  being 
made  by  the  Branch.  The  procedures  thus  provide  inadequate  safeguards  against  the 
possibility  that  payments  will  continue  to  be  made  after  annuitants  are  deceased  and 
these  payments  appropriated  by  others  not  entitled  to  them. 

Discussions  were  held  with  officers  of  the  Annuities  Branch  in  January  1966  during 
which  they  undertook  to  look  into  the  methods  that  might  be  used  in  obtaining  the 
necessary  life  certificates  and  advise  us  when  their  plans  were  complete.  They  have  since 
advised  that  a  decision  has  been  made  to  obtain  confirmation  of  the  existence  of  some 
one-third  of  the  annuitants  to  whom  annuities  are  paid  directly  and  that  on  the  basis 
of  the  results  obtained  from  this  comprehensive  test,  they  would  then  determine  whether 
there  is  some  practical  value  in  this  being  made  a  continuing  procedure. 

76.  Uneconomical  mode  of  transportation.  In  last  year's  Report  (paragraph 
73(2))  we  noted,  with  respect  to  travelling  and  moving  expense  claims  of  servicemen 
involving  long  distances,  that  the  allowances  paid  under  regulations  amended  effective 
March  1,  1963  were  generally  in  excess  of  the  allowances  the  servicemen  would  have  re- 
ceived prior  to  the  amendments.  The  object  of  the  change  had  been  to  simplify  the  method 
of  calculating  reimbursement  without  increasing  the  expenditures.  All-inclusive  mileage 
rates  were  substituted  for  the  previous  allowances  which  had  been  the  equivalent  of 
hypothetical  expenses  calculated  on  the  cost  of  the  journeys  by  public  transportation 
facilities. 

We  reported  that  a  comprehensive  evaluation  of  the  present  allowances  was  being 
undertaken  by  the  Department.  However,  before  this  overall  study  was  completed,  the 
Treasury  Board  in  November  1965  commenced  the  same  general  type  of  survey  of  the 
regulations  covering  travel  on  government  business.  Because  the  findings  of  the  Treasury 
Board  will  have  a  bearing  on  service  regulations,  the  study  by  the  Department  of  Na- 
tional Defence  has  been  set  aside  until  such  time  as  the  Board  announces  its  decisions. 

77.  Travel  by  private  motor  car  on  special  leave.  The  regulations  provide  that  when 
an  officer  or  man  proceeds  to  his  home  on  special  leave  after  a  period  of  duty  in  an 
operational  theatre,  he  may  be  reimbursed,  at  the  rates  prescribed,  the  cost  of  trans- 
portation, accommodation  and  meals  for  the  portion  of  the  journey  actually  made  in 

I  Canada  or  between  Canadian  points  by  the  most  direct  route  to  his  home  and  return  to 
!  his  place  of  duty.  Personnel  who  use  their  private  motor  cars  are  reimbursed  on  the  basis 
i  of  mileage  allowances  to  cover  the  cost  of  accommodation,  meals  and  transportation. 

In  our  examination  of  travel  claims  we  noted  that  on  completion  of  their  tour 

J  of  duty  in  Cyprus  members  of  an  Army  unit  were  returned  from  Nicosia  to  their  head- 

quarters  in  Esquimalt  (Victoria,  B.C.)  by  service  aircraft.  Stop-overs  of  the  aircraft  were 
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made  en  route  at  Canadian  Forces  Base  Trenton  for  clearance  through  Customs  and  to 
permit  the  landing  of  service  members  proceeding  to  eastern  points  on  special  leave.  Not- 
withstanding this  opportunity  to  land  and  proceed  on  leave,  fourteen  members  whose 
homes  were  in  Ontario  and  the  Maritimes  continued  their  flight  to  Victoria  and  then 
proceeded  on  special  leave  by  private  motor  car.  Had  the  members  proceeded  on  leave 
by  rail  from  Trenton,  some  $4,600  could  have  been  saved.  The  Department's  explanation 
for  this  apparently  unnecessary  travel  is  that  the  servicemen  concerned  wished  to  pick 
up  their  automobiles  which  had  been  left  at  Esquimalt  when  they  proceeded  overseas. 

When  servicemen  are  permitted  to  use  their  personally-owned  automobiles,  in  lieu 
of  public  transportation  facilities,  for  their  own  convenience  on  temporary  duty  trips, 
special  leave,  etc.,  they  are  allowed  to  claim  reimbursement  of  their  expenses  on  the 
basis  of  all-inclusive  mileage  rates  which  cover  transportation,  meals  and  lodgings.  Ac- 
cordingly no  receipts  or  vouchers  are  required  to  support  reimbursement  and  difficulties 
arise  in  determining  whether  the  trips  were  made  in  the  manner  claimed.  Cases  have 
been  observed  where  there  was  reason  to  believe  that  they  were  not  (see  paragraph  66 
of  our  1961  Report).  We  would  suggest  that  the  Department  require  that  claims  for 
mileage  allowances  at  the  all-inclusive  rates  be  supported  by  a  special  certificate  of  an 
officer  who  has  knowledge  that  the  trip  was  actually  undertaken  as  claimed.  Such  claims 
would  then  be  more  comparable  to  expense  claims  which  are  required  to  be  supported 
by  receipted  vouchers. 

78.  Special  benefits  to  personnel  released  from  Canadian  Forces.  In  recognition  of  the 
fact  that  the  unexpected  termination  of  a  military  career,  as  a  consequence  of  planned 
reduction  in  establishments,  could  result  in  financial  hardship,  Order  in  Council  P.C. 
1964-684  of  May  7,  1964  approved 

An  Order  governing  special  benefits  for  officers  and  men  released  or  denied  re-engagement 

solely  by  reason  of  reductions  in  establishments. 

These  special  benefits  were  payable  to  personnel  released  during  a  period  of  two 
years  beginning  May  7,  1964,  or  until  a  reduction  of  10,000  in  the  strength  of  the  Regular 
Forces  as  at  April  1,  1964  was  achieved.  This  Order  was  later  revoked  and  replaced  by 
Order  in  Council  P.C.  1964-15/1239  of  August  13,  1964  which  included  the  same  preamble. 
The  new  Order  authorized  the  inclusion  of  medical  releases  in  the  category  of  persons  who 
were  entitled  to  the  benefit. 

Owing  to  the  fact  that  the  strength  of  combat  forces  had  been  reduced  by  attrition 
more  than  was  anticipated,  without  the  payment  of  special  benefits,  and  that  attrition  had 
not  taken  place  to  the  same  extent  in  the  logistic  and  administrative  support  areas  where 
further  reductions  were  necessary  as  the  reorganization  of  the  forces  progressed,  it  was 
decided  to  extend  the  period  during  which  special  benefits  could  be  paid  beyond  Sep- 
tember 1,  1965  when  the  10,000  reduction  in  the  strength  of  the  forces  had  been  achieved 
and  authority  for  the  payment  of  special  benefits  thereby  terminated.  Accordingly,  an 
amendment  authorized  by  Order  in  Council  P.C.  1966-4/106  of  January  19,  1966  removed 
the  condition  concerning  a  reduction  of  10,000  in  the  strength  of  the  Regular  Forces  and 
terminated  authority  to  pay  special  benefits  for  releases  on  medical  grounds. 


COMMENTS  ON  EXPENDITURE  AND  REVENUE  TRANSACTIONS  43 

During  the  two-year  period  from  May  7,  1964  to  May  6,  1966,  when  the  plan  termi- 
nated, some  3,322  members  of  the  forces  received  special  benefits  at  an  estimated  cost  of 
$9.8  million.  In  addition  to  the  special  benefits,  authority  was  obtained  to 

(1)  waive  the  present  provision  in  the  Canadian  Forces  Superannuation  Act  which  pro- 
vides for  a  5%  reduction  per  annum  in  annuities  for  servicemen  who  have  less  than 
20  years  service  but  more  than  10  years  service  (maximum  reduction  30%),  and  to 
grant  payment  of  a  full  immediate  annuity;  and 

(2)  pay,  notwithstanding  the  provisions  of  the  Queen's  Regulations  and  Orders,  an  unreduced 
gratuity  to  officers  serving  for  fixed  periods  of  time  (short  service  commissions)  who 
are  forced  to  retire  early. 

Although  it  would  appear  that  the  intention  of  the  program  was  to  pay  benefits  to 
personnel  released  or  denied  re-engagement  solely  by  reason  of  reductions  in  establish- 
ment as  evidenced  by  the  introductory  paragraph  of  the  Order,  57%  of  those  who  re- 
ceived the  benefit  were  released  on  medical  grounds.  These  releases  included  two  categories 
of  personnel:  (a)  those  whose  employment  was  limited  or  adversely  affected  by  a  medical 
disability  or  condition  which  would  not  normally  be  sufficiently  serious  to  require  release 
on  medical  grounds,  and  (b)  those  whose  medical  condition  was  such  as  to  require  release 
under  existing  regulations  and  orders.  In  our  view  the  payment  of  the  special  benefit  to 
personnel  in  this  latter  category  was  not  in  harmony  with  the  purpose  of  the  program. 

A  test  examination  of  the  files  of  released  personnel  who  received  the  special  benefit 
disclosed  the  following  questionable  payments: 

1.  Five  members  of  the  Information  Branch  were  paid  the  special  benefit  when  they  de- 
clined transfers  to  other  branches  within  the  same  Service.  Since  alternative  employ- 
ment was  offered,  their  release  could  hardly  be  considered  compulsory. 

2.  In  25  cases  servicemen  who  had  reached  compulsory  retirement  age  while  on  terminal 
leave  were  paid  special  benefits  totalling  $17,000  for  the  period  from  commencement 
of  terminal  leave  to  the  date  their  compulsory  retirement  age  was  reached.  Because 
the  date  of  release  was  actually  subsequent  to  the  compulsory  retirement  age,  it  is 
difficult  to  understand  how  the  release  could  be  considered  premature. 

3.  Although  an  amendment  to  the  Order  deleted  the  provision  authorizing  benefits  for 
releases  on  medical  grounds  for  personnel  released  after  September  1,  1965,  20  instances 
were  noted  where  servicemen  were  paid  special  benefits  amounting  to  some  $66,000, 
even  though  their  releases  on  medical  grounds  were  approved  after  this  date. 

4.  In  31  cases  servicemen  received  special  benefits  amounting  to  $106,000  although  they 
had  begun  their  terminal  leave  preceding  release  on  medical  grounds  during  periods 
of  up  to  6  months  prior  to  the  effective  date  of  the  authorizing  Order  in  Council.  No 
evidence  was  produced  to  support  the  view  that  the  release  of  these  men  was  "solely 
by  reason  of  reductions  in  establishments"  or  that  this  was  a  consideration  in 
their  release. 

79.  Payment  of  re-engagement  bonuses  to  servicemen  entitled  to  benefits  for  prema- 
ture release.  In  the  course  of  implementing  reductions  in  establishments  in  connection 
with  the  reorganization  of  the  forces,  personnel  released  or  denied  re-engagement  were 
paid  the  special  benefits  referred  to  in  the  previous  paragraph. 

At  about  the  same  time  difficulty  was  encountered  in  retaining  skilled  personnel  and 
it  was  deemed  expedient  to  introduce  an  incentive  to  encourage  personnel  to  remain  in 
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the  forces.  Accordingly,  Order  in  Council  P.C.  1966-1/335  of  February  22,  1966  authorized 
amendments  to  the  Queen's  Regulations  and  Orders  for  the  Canadian  Forces  to  provide 
for  a  re-engagement  bonus  of  $200  for  each  year  of  the  re-engagement  period  to  personnel 
of  the  Regular  Forces  at  first  and  subsequent  re-engagements.  The  Regulation  further 
provided  that : 

A  man  who,  on  the  date  this  article  takes  effect  (February  1,  1966),  is  serving  on  a  re- 
engagement,  is  entitled  to  the  benefits  of  this  article  for  the  unexpired  period  of  his  re- 
engagement  as  if  that  period  had  commenced  on  that  date,  and  the  provisions  of  this 
article  shall  apply  accordingly.  The  bonus  payable  under  this  paragraph  shall  be  prorated 
at  one-twelfth  of  $200  for  each  full  month  of  a  part  year  of  the  remaining  period  of  the 
re-engagement. 

Under  this  authority,  approximately  463  personnel  on  strength  on  February  1,  1966 
and  either  in  receipt  of  or  eligible  for  the  special  benefit  for  premature  release,  were  paid 
re-engagement  bonuses  for  that  portion  of  the  re-engagement  from  the  effective  date  of 
the  Regulation  to  the  date  of  release. 

The  departmental  view  was  that  "to  completely  deny  the  payment  of  a  bonus  to  men 
in  these  circumstances  would  perhaps  be  unfair  since  the  decision  to  release  them  was  a 
departmental  decision,  and  in  some  cases,  for  medical  reasons.  The  men  presumably 
would  have  been  willing  to  complete  their  engagements  had  they  been  allowed  to  do  so". 

In  our  opinion  it  is  illogical  to  pay  to  the  same  serviceman  benefits  both  for  prema- 
ture release  and  in  respect  of  re-engagement. 

80.  Payment  of  re-engagement  bonuses.  As  mentioned  in  paragraph  79,  Order  in 
Council  P.C.  1966-1/335  of  February  22,  1966  authorized  the  amending  of  the  Queen's 
Regulations  and  Orders  for  the  Canadian  Forces  to  provide,  effective  February  1,  1966, 
for  a  re-engagement  bonus  of  $200  for  each  year  of  the  re-engagement  period  to  personnel 
of  the  Regular  Forces  at  first  and  subsequent  re-engagements,  and  an  immediate  cash 
bonus  for  all  men  who  had  already  re-engaged  covering  the  unexpired  portion  of  the 
member's  re-engagement  period. 

During  the  year  approximately  64,000  personnel  were  paid  bonuses  aggregating 
$22,728,000.  It  was  intended  that  the  incentive  for  re-engaging  and  the  cash  bonus  to 
those  who  had  already  re-engaged  would  halt  or  reverse  the  trend  of  service  personnel 
requesting  release  or  not  re-engaging,  and  at  the  same  time  would  provide  savings  in  re- 
duced training  costs.  We  are  unable  to  determine  how  many  were  encouraged  by  the  bonus 
to  complete  their  present  engagements  and  to  re-engage  although  we  understand  it  did  not 
stem  the  loss  of  skilled  personnel  to  the  extent  expected.  Payment  of  the  bonus  is  to  be 
terminated  on  July  1,  1967. 

81.  Pension  awards  effective  at  an  early  age.  In  our  1965  Report  (paragraph  84) 
reference  was  made  to  the  number  of  servicemen  being  retired  with  immediate  annuities 
at  an  early  age,  in  some  instances  under  30,  and  we  reported  that  391  servicemen  aged  40 
and  under  were  retired  with  immediate  annuities  aggregating  $472,000. 
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During  the  year,  752  in  this  category  were  released  with  annuities  totalling  approxi- 
mately $1,020,000  ranging  in  amounts  from  $308  to  $3,863.  The  increase  of  361  in  the 
number  of  retirements  was  due  largely  to  the  planned  reduction  in  establishments  result- 
ing from  integration  of  the  Armed  Forces. 

The  Public  Service  Superannuation  Act  provides  for  deferred  annuities  payable  at 
age  60  where  persons  retire  prior  to  the  specified  minimum  retirement  age.  As  previously 
reported,  the  Department  of  National  Defence  had  considered  the  advisability  of  intro- 
ducing deferred  pensions,  under  the  provisions  of  the  Canadian  Forces  Superannuation 
Act,  similar  to  those  available  to  civilian  employees,  but  its  review  of  the  Act  was 
deferred  following  the  decision  to  integrate  the  forces.  The  Deputy  Minister  advised  the 
Public  Accounts  Committee  on  June  9,  1966  that,  while  the  studies  are  almost  complete,  it 
will  take  considerable  time  to  examine  them  and  to  come  to  conclusions,  after  which 
decisions  will  be  taken  on  what  changes,  if  any,  would  be  desirable  in  the  pension  arrange- 
ments (see  Appendix  1,  item  16). 

82.  Breach  of  trust  by  member  of  staff  of  military  attache.  Order  in  Council  P.C. 
1965-5/2077  of  November  24,  1965  authorized  payment  of  up  to  $5,000  of  personal  debts 
incurred  by  a  non-commissioned  officer  attached  to  the  staff  of  a  military  attache.  Investi- 
gation disclosed  personal  debts  of  at  least  $4,671,  a  shortage  of  $2,932  in  the  military 
attache's  imprest  account  during  the  period  1963-1965,  and  suspicion  of  trafficking  in 
duty-free  liquor  and  cigarettes.  Following  his  recall  to  Canada,  the  officer  was  tried  by 
his  commanding  officer,  found  guilty  on  two  charges  of  conduct  to  the  prejudice  of  good 
order  and  discipline  and  punished  by  reduction  in  rank  with  deprivation  of  two  good  con- 
duct badges.  He  was  compulsorily  retired  on  December  20,  1965  at  which  time  $3,085  was 
recovered  from  his  superannuation  and  pay  account  balances.  The  matter  has  been  refer- 
red to  the  Department  of  Justice  which  is  endeavouring  to  effect  recovery  of  the  balance 
of  his  indebtedness  amounting  to  $4,518.  As  a  result  of  this  occurrence  all  imprest  accounts 
of  military  attaches  have  been  withdrawn. 

This  case  illustrates  the  importance  of  the  internal  audit  program  recommended  for 
the  Department  of  External  Affairs  (see  paragraph  61)  providing  for  test  verification  of 
imprest  and  all  other  funds  kept  by  representatives  of  other  departments  stationed  at  an 
embassy. 

83.  Use  of  departmental  vehicles.  On  November  25,  1954  the  Secretary  of  the 
Treasury  Board  wrote  to  all  departments  expressing  the  Board's  concern  over  the 
apparent  increase  in  the  non-official  use  of  departmental  vehicles  and  emphasizing  that 
such  use  was  strictly  forbidden. 

While  it  remains  the  general  policy  to  forbid  non-official  use  of  vehicles,  the  Treasury 
Board  has  in  special  circumstances  approved  use  for  private  purposes  where,  for  example, 
hospitals,  experimental  farms,  etc.,  are  located  in  isolated  areas  and  there  is  no  alternative 
means  of  transportation.  In  these  instances  use  has  been  confined  to  specific  purposes 
such  as  collection  of  mail,  essential  shopping,  and  transportation  of  children  to  school 
or  to  obtain  medical  attention. 
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In  commenting  on  the  use  of  vehicles  in  the  Department  of  National  Defence,  the 
Royal  Commission  on  Government  Organization  noted  an  inconsistency  between  civil 
and  military  practices  and  recommended  that  "a  review  be  made  of  armed  forces  policies 
and  practices  respecting  the  use  of  passenger  vehicles  to  the  end  that  there  be  consistency 
throughout  the  Public  Service". 

Departmental  internal  auditors  have  from  time  to  time  noted  instances  where  the 
use  of  vehicles  for  recreation  purposes  appears  to  conflict  with  this  general  policy. 

In  Ottawa  the  Department  operates  78  passenger  vehicles  of  various  types.  The 
annual  cost  of  operating  these  vehicles  is  not  available  but  a  test  examination  of  their 
use  revealed  cases  at  variance  with  the  general  policy  outlined  above,  e.g.,  some  senior 
military  and  civilian  officers  are  driven  to  and  from  their  residences  daily. 

We  are  informed  that  a  study  has  been  under  way  since  November  1964  with  a  view 
to  eliminating  conflicts  between  present  practices  and  the  policy  laid  down  by  the 
Treasury  Board  but  no  decision  has  been  made.  During  the  year  we  drew  the  attention 
of  the  Department  to  the  fact  that  this  particular  study  apparently  did  not  include 
consideration  of  the  use  of  passenger  cars  and  drivers  by  senior  military  and  civilian 
officers.  This  has  since  been  the  subject  of  a  special  study  and  we  understand  that  the 
number  of  staff  cars  allocated  for  this  purpose  is  to  be  severely  reduced. 

84.  Excessive  costs  of  voice  tape  recorder.  In  1961  tenders  were  invited  by  the 
Department  of  Defence  Production  for  the  manufacture  of  three  pre-production  and 
forty-seven  production  models  of  a  voice  tape  recorder.  The  lowest  tender  received  was 
in  the  amount  of  $72,587  for  models  which  would  have  a  substantial  foreign  content. 

About  a  month  after  the  original  tenders  had  been  opened,  a  company  which  had 
submitted  a  tender  in  the  amount  of  $105,672  advised  the  Department  that  it  had 
misunderstood  the  specifications  and  having  again  reviewed  them  was  willing  to 
undertake  the  contract  for  $73,260,  which  was  $32,412  less  than  its  original  tender  and 
only  $673  more  than  the  lowest  tender  price. 

The  Department  considered  the  explanation  given  by  the  tenderer  to  be  a  reasonable 
one  and,  as  the  voice  tape  recorders  to  be  produced  by  this  tenderer  would  have  a  sub- 
stantially higher  Canadian  content  than  those  which  would  have  been  produced  by  the 
lowest  tenderer,  entered  into  a  firm  price  contract  on  March  9,  1962. 

Prior  to  this,  the  RCAF  had  evaluated  the  company's  proposal  and  stated  that 
technically  it  met  or  exceeded  their  requirements.  Nevertheless  on  March  19,  1962, 
just  ten  days  after  the  award  of  the  contract,  the  RCAF  on  reviewing  the 
company's  voice  tape  recorder  configuration  advised  the  company  that  it  was  unaccept- 
able in  that  it  did  not  include  a  tape  cartridge  to  permit  easy  removal  and  replacement 
of  the  tape.  The  company  had  intended  to  meet  this  requirement  by  providing  for  easy 
removal  of  the  voice  tape  recorder  from  the  aircraft.  However,  the  RCAF  insisted  on 
the  cartridge  method  of  removal  and,  in  order  to  avoid  cancellation  of  its  contract,  the 
company  agreed  in  April  1962  to  make  the  necessary  changes  at  no  additional  cost. 
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In  October  1962,  three  months  behind  schedule,  the  pre-production  models  were 
presented  for  testing  but  there  was  an  unexplained  delay  on  the  part  of  the  aircraft 
manufacturer  in  installing  these  models  in  aircraft  to  permit  operational  testing.  When 
the  tests  were  finally  made  they  indicated  a  need  for  modification  and  it  was  not  until 
August  14,  1963  that  the  contractor  was  advised  that  the  modified  pre-production  models 
were  acceptable. 

The  Treasury  Board  had  originally  asked  that  the  company  be  required  to  provide 
a  performance  bond  but  at  the  request  of  the  Department  this  requirement  was  with- 
drawn on  the  understanding  that  there  would  be  no  progress  payments  and  that 
payments  under  the  contract  would  be  made  only  after  the  equipment  had  been  delivered 
and  had  passed  all  tests.  However,  when  the  company  began  production  in  October  1963 
it  requested  progress  payments  to  provide  it  with  working  capital.  The  Treasury  Board 
then  approved  the  making  of  progress  payments  but  did  not  protect  these  by  insisting 
that  a  performance  bond  be  provided. 

On  April  24,  1964,  about  five  months  before  the  production  models  were  expected 
to  be  delivered  and  after  the  company  had  been  advanced  $42,000,  it  requested  an 
additional  $97,000  from  the  Department  because  of  extra  design  costs  involved  in 
providing  for  cartridge  type  removal  and  replacement  of  tape.  This  was  the  design 
change  which  the  company  had  undertaken  in  April  1962  to  make  without  any  additional 
cost. 

The  Department  considered  cancellation  of  the  contract  or  its  assignment  to  another 
contractor.  However,  because  of  the  time  that  would  be  required  for  another  contractor 
either  to  complete  the  work  in  process  or  manufacture  a  completely  new  recorder,  and 
the  cost  of  a  second  contract  together  with  termination  costs,  the  Department  decided 
it  would  continue  with  the  original  contract.  It  agreed  to  pay  the  company  $77,700  over 
the  original  contract  price  which  had  since  been  increased  to  $78,166  because  of  another 
pre-production  design  change.  This  payment  included  $10,067  "to  allow  the  company 
to  remain  in  business  until  completion  of  the  work"  and  the  Department  agreed  to 
accept  36  of  the  47  recorders  contracted  for,  the  parts  and  sub-assemblies  of  the  11  units 
cancelled  to  be  used  as  spares. 

The  files  do  not  reveal  why  it  took  eight  months  from  August  1963,  the  date  the 
pre-production  model  was  accepted,  to  April  1964  for  the  company  or  the  Department 
to  realize  that  the  contract  could  not  be  completed  for  the  agreed  amount. 

The  Department  of  Defence  Production  has  estimated  that  $25,000  of  the  additional 
costs  of  $77,700  are  attributable  to  the  RCAF  requirement  for  a  tape  cartridge.  On  this 
basis  the  non-productive  cost  is  $52,700.  Alternatively  the  non-productive  cost  could 
be  considered  to  be  $80,000,  the  difference  between  the  final  cost  of  $155,000  and  the 
amount  of  $75,000,  the  estimated  cost  of  alternative  equipment. 

85.  Hydrojoil  development  program.  This  program  relates  to  the  development  of 
an  anti-submarine-warfare  hydrofoil  craft  of  some  200  tons  capable  of  operating  at  high 
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speeds  in  the  open  ocean.  The  concept  of  a  hydrofoil  craft,  which  it  is  considered  would 
offer  greatly  increased  effectiveness  against  submarines,  was  developed  by  the  Naval 
Research  Establishment  after  several  years  of  experimentation  with  hydrofoils. 

In  March  1961  a  contract  was  entered  into  for  an  engineering  study  and  model 
test  program  to  determine  the  feasibility  of  the  Naval  Research  Establishment  concept. 
The  greater  part  of  the  work  was  completed  by  the  end  of  March  1963  at  a  final  cost  of 
$517,000.  Further  contracts  for  the  purpose  of  investigating  problems  encountered  during 
the  design  assessment  study  involved  expenditure  of  an  additional  $287,000. 

In  May  1963  a  contract  was  awarded  for  the  design  and  construction  of  a  develop- 
ment prototype  hydrofoil  at  an  estimated  cost  of  $9.1  million  excluding  the  cost  of  sea 
trials  and  spares.  At  this  time  delivery  was  scheduled  for  April  1966. 

The  relative  contract  report  to  the  Deputy  Minister  of  Defence  Production  stated: 
At  this  time,  we  feel  it  would  be  impractical  for  the  Department  of  Defence  Production 
to  evaluate  the  probable  costs  of  this  program  in  any  detail,  as  not  only  have  we  insufficient 
information  from  the  Company  but  there  is  a  complete  lack  of  historical  cost  data  both 
in  Canada  and  in  the  U.S.A.  for  similar  hydrofoil  programs. . .  .  This  (contractor's  cost) 
proposal  while  not  providing  any  detailed  breakdown  of  labour,  material  and  bought-out 
items,  indicated  a  considerable  amount  of  effort  had  gone  into  its  preparation  and  they 
have  a  good  appreciation  of  the  task  involved. .  .  we  suggest  at  this  time  and  for  preliminary 
funding  only,  their  figure  (of  $9.1  million)  is  realistic. 

However,  reference  to  the  estimated  cost  in  the  Department's  submission  to  the 
Treasury  Board  was  confined  to  the  following: 

The  Contractor's  estimates  for  this  program  are  recommended  for  funding  purposes. 
The  methods  used  though  based  on  broad  parameters  are  considered  conservative  and 
it  is  our  considered  opinion  the  program  as  now  understood,  but  not  including  Contractor's 
and  user's  trials,  will  be  accomplished  within  the  $9.1  million  allocated. 

When  the  contract  was  entered  into  the  circumstances  were,  inter  alia,  as  follows: 

1.  All  proposals  lacked  reference  to  drawing  and  manufacturing  specifications. 

2.  The  Statement  of  Requirements  for  the  hydrofoil  had  not  been  completed.  This  was 
done  some  seven  months  later  in  December  1963. 

3.  A  materials  study  contract  begun  earlier  had  not  been  completed.  Its  results  could 
be  expected  to  require  compromises. 

4.  A  number  of  special  items  such  as  transmission  and  hydraulic  components  had  to 
meet  novel  requirements  which  made  it  impossible  to  foresee  all  technical  problems, 
or  accurately  predict  costs. 

5 .  From  the  stability  standpoint,  the  foils  were  still  creating  problems. 

As  the  project  progressed  the  estimate  of  final  cost  was  revised  as  follows: 

Estimate  of  final  cost 

Date  of  estimate                                                       Hydrofoil  Fighting  equipment  Total 

April  1963 .$  9,100,000  $  $  9,100,000 

February    1964    11,326,000  11,326,000 

March   1964    16,300,000  16,300,000 

June  1964   16,300.000  4  355.000  20,655.000 

November   1964    21,775,000  4,355,000  26,130,000 

June  1965   28,759,000  7,441,000  36,200,000 

April   1966    35,992,000  7,930,000  43,922,000 
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The  detailed  design  of  the  ship  and  its  sub-systems  was  virtually  complete  by  late 
1965  and  an  analysis  had  been  made  of  all  costs  and  cost  estimates.  The  outcome  was  the 
cost  estimate  of  $43.9  million  which  included  a  provision  of  $2  million  for  post-launch 
modifications. 

In  summary,  the  explanations  given  for  the  increased  costs  were  as  follows: 

1 .  Inexperience  of  the  contractor  in  this  new  field  gave  rise  to  underestimates  of  detailed 
design  and  production  engineering  requirements. 

2.  Underestimates  of  sub-contract  costs  by  both  the  contractor  and  the  Department  of 
Defence  Production. 

3.  Underestimates  of  the  volume  of  manufacturing  work,  increased  requirements  due  to 
engineering  refinements,  delays  in  production,  increased  shipping  and  material  costs, 
etc. 

To  September  1966,  $31.5  million  had  been  expended  on  the  program. 

86.  Additional  cost  of  acquiring  intervalometers  for  the  RCAF.  This  in tervalo meter 
is  an  electronic  apparatus  designed  to  accurately  space  submarine  detecting  devices 
dropped  from  aircraft.  Because  of  extreme  urgency,  production  was  commenced  before 
design  and  development  of  the  equipment  had  been  completed.  A  result  was  that  the 
design,  development  and  production  took  five  and  one-half  years  to  complete  with  costs, 
originally  established  at  $106,169,  increasing  to  $234,838.  The  second  contract  is  still 
subject  to  audit  and,  as  of  June  1966,  surplus  material  that  cost  an  estimated  $19,000 
remained  to  be  disposed  of.  It  has  not  been  possible  to  establish  what  portion  of  the 
additional  cost  of  $128,669  was  non-productive. 

The  contracts  may  be  summarized  as  follows: 

Particulars  Contract  Final  cost 

of  contract  Date  Amount  Date  Amount 


Design  and  development  of  four 

models  of  a  prototype  of  a  new 

intervalometer— firm  price  basis        Nov.  1959    $    10,169  April   1960  $    10,169 

Procurement     of     14     production 

models — firm    price    basis   later 

changed  to  cost  plus  fixed  fee 

basis    March    1960    ••••      23>522  Feb-    1963    77'219 

Repair    of    defects    revealed    by 

tests  14>216 

Procurement  of  58  units  complete 

with      power     generators — firm 

price  basis  later  changed  to  cost 

plus  fixed  fee  basis   Ma>r    1963    72.478  June  1965   133  234 


$  106,169  $  234  838 


The  first  contract  was  entered  into  because  new  anti-submarine  equipment  received 
early  in  1958  required  the  development  of  a  new  intervalometer.  The  four  models  of 
the  prototype  were  delivered  in  April  1960  thus  completing  the  contract. 

In  March  1960,  before  testing  of  the  prototype  had  been  completed,  a  second 
contract  was  entered  into  for  14  production  models  at  a  firm  price  of  $23,522  with 
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delivery  to  be  completed  in  August  1960.  In  the  meantime,  flight  testing  of  the  prototype 
indicated  several  problems,  a  major  one  being  that  the  electrical  power  supply  system 
in  the  aircraft  was  not  satisfactory  for  the  intervalometer.  The  contract  was  then 
amended  to  include  further  development  work  with  the  basis  of  payment  being  changed 
from  firm  price  to  cost  plus  a  fixed  fee.  Development  of  the  alternative  power  supply 
held  up  production  for  about  18  months  and  it  was  not  until  February  1962  that  the 
contractor  submitted  for  testing  the  pre-production  unit  which  included  an  alternative 
power  supply.  On  completion  of  operational  tests,  but  before  the  environmental  tests 
required  by  the  specifications  were  carried  out,  the  contractor  was  instructed  in  May 
1962  to  resume  work  on  the  other  13  units.  In  January  1963  the  first  unit  subjected  to 
environmental  tests  failed  but  the  last  of  the  other  13  units  was  delivered  in  the  following 
month  and  the  contract  was  considered  complete  at  a  cost  of  $77,219. 

The  same  contractor  was  then  paid  $14,216  under  a  repair  and  overhaul  contract 
to  correct  defects  in  these  units  revealed  by  environmental  tests. 

Notwithstanding  the  failure  in  the  environmental  tests  in  January  1963,  a  contract 
was  entered  into  on  May  1,  1963  with  another  contractor  who  was  the  lowest  tenderer 
for  a  further  58  units  complete  with  power  generator  at  a  firm  price  of  $72,478. 
In  the  meantime,  malfunctioning  of  some  of  the  units  was  reported  and  in  May  and 
June  1963  there  were  other  failures  during  environmental  tests.  As  a  consequence, 
production  was  stopped  on  June  19,  1963  for  a  period  of  five  months.  The  contract  was 
then  amended  to  include  further  engineering,  design  and  development,  the  basis  of 
payment  being  changed  from  firm  price  to  cost  plus  fixed  fee.  Deliveries  under  the 
contract  were  finally  completed  by  June  1965  at  a  cost  of  $133,234. 

87.  Costs  of  terminating  contract  for  the  procurement  of  target  designation 
transmitters.  In  January  1961,  two  contracts  were  entered  into  with  the  same  firm  for 
the  manufacture  of  target  designation  transmitters  at  a  total  cost  of  $85,113.  The  first 
contract  covered  the  prototype,  drawings  and  31  production  models  at  firm  prices  and 
spares  at  estimated  cost.  Approval  of  the  drawings  and  prototype  by  the  Royal  Canadian 
Navy  was  required  before  the  contractor  commenced  manufacture  of  the  31  production 
models.  The  second  contract  was  for  the  production  tooling  and  test  equipment  at  a 
firm  lot  price. 

The  drawings  for  this  equipment  had  been  obtained  from  the  United  States  and 
it  was  known  to  all  concerned  that  they  were  incomplete  and  could  not  be  depended 
on  for  manufacturing  purposes.  However,  they  were  considered  to  be  sufficiently  detailed 
to  enable  a  manufacturing  cost  estimate  to  be  made  with  the  proviso  that  the  contractor 
would  probably  require  an  engineering  phase  to  familiarize  himself  with  the  equipment 
and  to  complete  and  check  the  drawings. 

In  order  to  assist  the  contractor  to  meet  the  delivery  dates  specified,  the  Royal 
Canadian  Navy  in  April  1961  informed  him  that  he  could  order  the  parts  and  materials 
required  for  the  production  run  when  ordering  the  materials  for  the  pre-production 
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model.  However,  the  contract  was  not  amended  although  the  contracting  authority — the 
Department  of  Defence  Production — was  informed  of  this  action. 

In  February  1962  the  prototype  failed  its  shock  and  vibration  tests  and  was  returned 
to  the  contractor.  In  October  1962  the  contractor,  who  had  done  little  or  no  additional 
work  after  the  return  of  the  prototype,  was  informed  that  unless  work  was  resumed  on 
a  satisfactory  scale  he  would  be  considered  in  default  and  the  contract  terminated. 

In  November  1962  the  contractor  submitted  an  estimate  of  the  cost  of  proposed 
additional  design  work  which  was  examined  and  found  acceptable  provided  it  was 
performed  within  reasonable  time  limits.  The  contract  was  amended  accordingly  and 
a  firm  price  of  $9,849  was  agreed  upon  for  the  additional  work.  In  September  1963,  as 
the  redesigned  prototype  still  showed  certain  defects,  it  was  decided  to  terminate  the 
contract. 

The  claim  in  respect  of  the  first  contract  was  settled  in  August  1965  for  $54,891, 
which  included  inventories  valued  at  $37,437  of  which  $12,018  was  taken  over  by  the 
Department  of  National  Defence  and  $25,419  was  disposed  of  by  Crown  Assets  Disposal 
Corporation  in  May  1965  for  $768.  The  contract  for  production  tooling  and  test 
equipment  was  settled  for  the  full  firm  price  of  $8,988  and  the  material  was  sold  by 
Crown  Assets  Disposal  Corporation  in  December  1965  as  scrap  for  $8. 

As  the  equipment  is  still  required,  a  contract  for  one  prototype  and  28  production 
models  has  been  placed  with  a  firm  in  Northern  Ireland  and  it  is  estimated  the  cost 
will  be  $95,000. 

88.  Cost  of  terminating  lease  for  communication  facilities.  When  communication 
companies  lease  facilities  to  the  Department  of  National  Defence,  and  as  a  consequence 
it  is  necessary  for  them  to  invest  substantial  amounts  of  capital,  they  require  the 
Department  to  guarantee  the  return  of  their  investment  within  a  certain  period  of  time, 
usually  ten  years.  This  guarantee  is  in  the  form  of  a  termination  liability  which  is  abated 
each  year  in  direct  proportion  to  the  number  of  years  the  service  has  been  leased. 

In  our  1965  Report  (paragraph  82)  we  drew  attention  to  the  closing  of  four  radar 
stations  of  the  Pine  Tree  Line  and  the  termination  of  contracts  covering  rental  of 
on-base  telecommunication  and  ancillary  equipment.  Final  payments  of  the  termination 
charges  in  1965-66  amounted  to  $161,900  of  which  Canada's  share  was  $73,000,  bringing 
the  total  cost  to  Canada  to  $327,500. 

The  closing  of  a  number  of  radar  stations  and  control  centres  forming  part  of  the 
Continental  Air  Defence  Integrated  North  communication  system  necessitated  a  major 
reconfiguration  of  the  system  in  1965-66  and  resulted  in  certain  land-lines  and  equipment 
not  being  required,  which,  along  with  technical  improvements,  made  necessary  the 
termination  of  a  number  of  contracts  with  the  communication  companies  and  payment 
of  termination  costs  of  about  $3.5  million.  Under  the  terms  of  cost-sharing  agreements 
with  the  United  States,  the  cost  to  Canada  during  the  year  approximated  $1,170,000. 


52  AUDITOR  GENERAL'S  REPORT 

89.  Cost  of  terminating  lease,  Toronto,  Ont.  Following  the  Government's  decision  to 
reorganize  the  Reserve  Forces,  certain  units  were  absorbed  or  disbanded  and  leases  on 
a  number  of  buildings  were  terminated,  in  some  cases  considerably  in  advance  of  their 
expiry  date.  One  of  these  covered  premises  in  Toronto  which  the  Department  of 
National  Defence  had  leased  for  ten  years  from  May  1,  1957  to  April  30,  1967  at  an 
annual  rental  of  $135,000.  This  building  was  vacated  on  March  31,  1965. 

In  January  1965  departmental  officials  met  with  the  landlord  to  discuss  termination 
of  the  lease  but  no  agreement  was  reached.  On  February  26,  1965  the  landlord  advised 
the  Department  by  letter  that  he  was  negotiating  with  a  tenant  to  take  over  the  whole 
of  the  premises  and  requested  the  right  for  ninety  days  from  the  date  of  his  letter  to 
terminate  the  lease  upon  thirty  days  notice.  However,  as  negotiations  were  being  con- 
ducted through  the  Department  of  Public  Works  for  occupancy  of  the  building  by  the 
RCMP,  the  Department  did  not  agree  to  this  request  until  April  9,  1965. 

In  addition  to  negotiating  with  the  Department  of  Public  Works  in  an  effort  to 
find  a  tenant,  the  Department  held  discussions  with  two  realtors  during  which  the  cost 
of  their  services  and  difficulties  that  would  be  encountered  in  efforts  to  sublet  were 
considered. 

During  further  negotiations  with  the  landlord  in  September  1965  several  proposals 
were  discussed,  one  of  which  was  that  the  Department  give  the  landlord  authority  to 
arrange  a  sublease  of  all  or  part  of  the  property  and  to  provide  him  with  a  cash  incentive 
that  he  could  pass  on  to  any  sublessee.  He  suggested  that  50%  of  the  rent  due  him  for 
any  space  sublet  would  be  sufficient  for  this  purpose.  However,  as  he  might  only  be  able 
to  lease  portions  of  the  building,  the  Department  felt  that  such  an  arrangement  would 
be  most  cumbersome  to  administer  since  it  would  continue  to  be  responsible  for  the 
cost  of  heating,  utilities,  maintenance  and  janitorial  services  and  the  rent  on  the  unleased 
portions.  The  proposal  was  not  accepted. 

The  Department  finally  agreed  to  recommend  to  the  Treasury  Board  settlement  for 
a  lump  sum  payment  of  75%  of  the  amount  due  for  the  balance  of  the  lease  and  the  cost 
that  the  Department  would  be  faced  with  in  heating,  utilities  and  caring  for  the  property 
during  the  remainder  of  the  lease.  It  was  arranged  that  the  lease  would  be  terminated 
effective  October  1,  1965,  on  payment  of  $175,313  in  lease  termination  charges  based  on 
75%  of  the  rental  and  estimated  lighting,  heating  and  other  costs  for  the  period  October  1, 

1965  to  April  30,  1967.  This  payment  together  with  the  $67,500  rent  paid  for  the  period 
April  1,  1965,  to  September  30,  1965,  when  the  Department  was  attempting  to  find  other 
lessees,  brings  to  $242,813  the  amount  for  which  no  benefit  was  received. 

It  has  come  to  our  attention  that  shortly  after  the  landlord  received  this  settlement 
from  the  Department  of  National  Defence  in  October  1965,  he  leased  the  same  premises 
to  the  Board  of  Education  of  the  City  of  Toronto  for  five  years  commencing  January  1, 

1966  at  an  annual  rental  of  $108,000.  We  understand  that  the  building  was  taken  over 
by  the  Board  of  Education  in  November  1965. 

Since  the  premises  are  being  used  as  an  adult  training  centre,  which  qualifies  for 
federal  assistance  under  the  Technical  and  Vocational  Training  Agreement  between  the 
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Federal  Government  and  the  Province  of  Ontario,  the  Federal  Government,  through  the 
Department  of  Manpower  and  Immigration,  will  be  reimbursing  75%  of  the  centre's 
operating  costs  which  will  include  the  rent  and  the  cost  of  extensive  renovations. 

90.  Additional  construction  costs,  buildings  and  services,  Camp  Borden,  Ont.  Dur- 
ing the  period  from  January  to  October  1961  a  contractor  was  awarded  six  contracts 
by  Defence  Construction  (1951)  Limited  for  the  construction  of  various  buildings  and 
services  at  Camp  Borden.  The  authorized  costs  on  completion  in  1963  were  $3,781,210. 
However,  the  contractor  submitted  a  claim  in  the  amount  of  $260,215  for  additional 
work  and  materials  supplied  during  construction  of  the  various  buildings  and  extra 
overhead  costs  due  to  prolongation  of  the  contracts  by  carrying  out  work  as  directed  by 
the  Crown. 

The  claim  was  the  subject  of  lengthy  negotiations  before  settlement  in  January  1966 
for  $98,959,  bringing  the  total  cost  of  the  contracts  to  $3,880,169.  The  various  items  in- 
cluded in  the  settlement  are  summarized  as  follows: 

Additional  work  and  associated  delays  resulting  from  a  known  water  problem.  The 
information  on  soil  conditions  which  was  provided  in  the  tender  documents 
was   incomplete    $   35,523 

Delays  while  changes  in  specifications  were  being   considered    21,416 

Additional  work  including  $4,000  for  work  during  the  winter  season  resulting  from 
delay  in  providing  the  final  design  and  $4,000  for  a  finish  on  interior  concrete  walls 
that    exceeded    the    specifications    17,765 

Prolongation  of  the  contract  for  one  building  which  was  complex  and  to  some  extent 
developmental.  There  were  numerous  changes  and  the  procedures  for  handling 
these  required  information  to  pass  through  many  hands,  contributing  to  delays  in 
completing  the    work    10,000 

Additional  direct  costs  resulting  primarily  from  the  decision  of  the  supervisory 
and  inspection  personnel  of  Defence  Construction  (1951)  Limited  to  delay 
removal  of  forms  and  supports  beyond  what  was  subsequently  agreed  to  be  the 
minimum  time  required.  The  specifications  had  suggested  longer  periods  than 
appeared  to  be  necessary  in  these   cases  for  "curing"  concrete    7,000 

Cost  of  delays  while  lumber  that  failed  to  meet  specifications  was  examined,  cost 

of  the  examination  and  cost  of  replacing  the  10%  which  was  rejected   5,752 

Increased  costs  resulting  from  a  delay  in  completion  of  a  power  distribution 
contract  held    by    another    contractor    1,503 

$   98,959 


It  is  estimated  that  one-half  of  the  additional  costs  of  $98,959  are  in  the  non- 
productive category. 

91.  Additional  costs  arising  from  design  deficiencies.  A  contract  for  the  construction 
of  a  standard  Ground-Air  Transmitter-Receiver  (GATR)  building  with  roads,  fencing, 
etc.,  at  RCAF  Station  Beaverbank,  N.S.,  was  awarded  in  November  1960.  The  building, 
which  was  of  concrete  block  construction,  was  ready  for  occupancy  by  the  end  of  June 

1961,  about  a  month  after  the  scheduled  completion  date,  but  because  of  a  moisture 
problem  it  was  not  taken  over  by  the  Department  of  National  Defence  until  January 

1962.  The  final  cost  including  field  engineering  and  design  changes  was  $202,248. 


54  AUDITOR  GENERAL'S  REPORT 

In  June  1961  it  became  necessary  to  take  remedial  action  because  of  condensation 
and  mildew  on  the  interior  walls  of  the  building.  The  contractor  was  required  to  remove 
and  replace  wall  insulation,  refinish  walls,  and  perform  additional  exterior  painting  for 
which  he  was  paid  $6,000  in  1962.  In  addition,  a  diesel  generator  set  rusted  because  of 
excessive  moisture  in  the  building  and  required  repairs  costing  $2,864.  In  March  1962 
the  contractor  claimed  $10,321  for  additional  costs  arising  from  prolongation  of  the 
contract  for  a  period  of  six  months  while  he  was  working  with  the  Crown  to  overcome 
the  moisture  problem.  This  claim  was  settled  in  June  1965  for  $4,564,  bringing  additional 
costs  relating  to  the  moisture  problem  to  $13,428. 

This  problem  was  not  peculiar  to  Beaverbank  alone  but  was  experienced  in  GATR 
buildings  built  by  other  contractors  about  the  same  time,  one  being  paid  $817  in  1962 
for  additional  work  on  the  building  at  Barrington,  N.S.  The  interior  wall  finish  in  a 
number  of  these  buildings  in  other  locations  has  since  been  found  to  be  in  poor  condition. 

These  facts  and  subsequent  changes  to  the  specifications  suggest  that  the  original 
design  of  the  GATR  buildings  was  inadequate  in  respect  of  moisture  protection  and  has 
already  involved  the  Crown  in  additional  costs  of  $14,245. 

92.  Extra  costs  caused  by  material  not  up  to  specifications.  In  October  1963 
Defence  Construction  (1951)  Limited  entered  into  a  contract  for  the  reconstruction 
of  parking  aprons  at  RCAF  Station  Summerside,  P.E.I.,  at  an  estimated  cost  of  $1,047,602, 
based  mainly  on  firm  unit  prices  and  estimated  quantities.  Engineering  and  design 
changes  including  adjustments  to  the  schedule  of  estimated  quantities  increased  the  cost 
by  $70,704  to  $1,118,306. 

On  October  6,  1964  the  contractor  submitted  a  claim  in  the  amount  of  $11,654 
covering  the  cost,  less  a  salvage  allowance,  of  sand  delivered  at  the  construction  site 
which  had  to  be  rejected  because  it  was  not  up  to  specifications.  The  circumstances 
surrounding  this  claim  were  that  supplies  of  satisfactory  materials  had  to  be  brought 
from  Nova  Scotia.  With  a  view  to  conserving  shipping  space  and  avoiding  construction 
delays,  the  Crown  arranged  for  an  independent  company  to  provide  material  testing 
services  at  the  source  of  supply.  In  the  latter  part  of  May  1964  tests  of  the  material 
stockpiled  at  Summerside  indicated  that  some  was  unacceptable  and  investigation 
confirmed  that  certain  loads  accepted  for  shipment  from  Nova  Scotia  did  not  meet 
specifications. 

The  contract  specified  that  the  contractor  would  be  responsible  for  providing 
materials  conforming  to  the  specifications.  However,  in  November  1963,  at  the  pre-job 
meeting,  the  possibility  of  unsuitable  material  was  discussed  and  it  was  decided  that 
Defence  Construction  (1951)  Limited  would  set  up  a  testing  laboratory  at  the  pit  to 
help  ensure  that  no  unsuitable  material  was  shipped.  In  doing  this  and  then  failing  to 
notify  the  contractor  that  the  first  3,300  tons  of  concrete  sand  did  not  meet  specifications, 
the  Crown  was  considered  to  have  some  measure  of  responsibility  for  the  extra  costs 
involved.  Accordingly,  the  Crown  agreed  to  pay  the  contractor  50%  or  $5,827  of  the 
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extra  costs.  Taking  into  consideration  a  subsequent  recovery  of  $1,942  of  this  amount 
from  the  material  testing  company,  the  additional  cost  was  $3,885. 

93.  Excessive  payments  to  municipal  school  board.  We  stated  in  last  year's  Report 
(paragraph  78)  that  the  Department  of  National  Defence  had  been  unsuccessful  in  its 
efforts  to  recover  excessive  payments  made  to  a  municipal  school  board  under  an 
agreement  entered  into  in  June  1957  to  provide  schooling  for  dependent  children  residing 
in  married  quarters  at  an  RCAF  station.  A  clause  of  the  agreement  stipulated  that 
payments  made  by  the  Department  on  account  of  operating  expenses,  less  provincial 
grants,  would  be  adjusted  at  the  end  of  each  school  year  and  the  school  board  would 
refund  any  moneys  overpaid. 

We  reported  that  although  the  Department  had  been  billed  each  month  since 
September  1956  for  its  share  of  the  gross  operating  expenses,  at  no  time  since  that  date 
had  an  adjustment  been  made  in  accordance  with  the  agreement.  In  consequence,  refunds 
due  the  Department  to  July  1963  were  estimated  to  be  in  excess  of  $200,000.  This 
estimate  has  now  been  adjusted  to  some  $176,000. 

Having  failed  to  induce  the  school  board  to  refund  the  amount  overpaid,  the 
Department  took  steps  in  October  1963  to  avoid  current  overpayments  by  reducing  the 
payment  of  the  monthly  billings  by  50%.  Departmental  records  reveal  that  even  on  this 
basis  the  school  board  was  overpaid  $6,000  for  the  school  year  1963-64  and  $9,000  for 
1964-65,  bringing  the  total  overpayment  to  $191,000. 

In  February  1966  the  school  board  sought  additional  capital  assistance  from  the 
Department  in  connection  with  a  further  expansion  of  the  school  but  a  decision  on  this 
is  being  held  in  abeyance  pending  receipt  from  the  school  board  of  a  satisfactory  proposal 
for  settlement  of  the  outstanding  debt. 

94.  Responsibility  for  the  provision  and  operation  of  research  vessels.  For  some 
years  the  Department  of  National  Defence  has  been  providing  and  operating  naval 
auxiliary  vessels  engaged  in  scientific  research  for  the  Defence  Research  Board,  Fisheries 
Research  Board,  Department  of  Mines  and  Technical  Surveys,  University  of  British 
Columbia  and  Dalhousie  University.  The  capital  and  operating  costs  of  these  vessels  are 
financed  out  of  Defence  Services  votes  and  under  recent  policy  these  costs  have  been 
increased  as  a  result  of  taking  into  consideration  the  requirements  of  the  other  users. 

We  asked  the  Department  to  consider  the  general  question  of  the  responsibility  for 
the  provision  of  vessels  of  this  nature.  They  informed  us  that  no  adjustments  would 
be  made  in  the  Estimates  for  1966-67  but  that  it  had  been  decided  to  provide  for  the 
cost  of  operating  these  vessels  and  the  capital  cost  of  additional  ships  in  the  Defence 
Research  Board  1967-68  appropriations.  We  were  also  informed  that  the  whole  subject 

;  of  interdepartmental  and  agency  cost  arrangements  is  to  be  reviewed  when  the  1967-68 

i  Estimates  are  being  discussed. 

It  is  important  that  moneys  be  provided  to  and  costs  accumulated  in  the  department 
responsible  for  the  activity  and  that  arrangements  be  made  to  achieve  proper  distribution 
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of  such  costs  to  the  user  departments  and  agencies  in  order  to  reflect  true  costs  and  to 
derive  maximum  benefit  from  the  new  concepts  of  financial  management. 

95.  Breach  of  contract  for  snow  removal,  Fort  Churchill,  Man.  On  November  8, 
1963,  on  behalf  of  the  Department  of  National  Defence,  the  Department  of  Defence 
Production  entered  into  a  contract  for  the  removal  of  snow  at  Fort  Churchill  on  an 
"as  and  when  required"  basis.  Although  the  Department  of  National  Defence  intended 
the  contractor  to  provide  snow  removal  services  to  supplement  its  own  capability,  its 
specifications  were  not  clear  on  this  point  and  the  contract  negotiated  by  the  Depart- 
ment of  Defence  Production  provided,  inter  alia,  that  the  contractor  would  have 
exclusive  right  to  provide  the  supplies  and  services  specified  during  the  term  of  the 
contract  which  was  for  the  1963-64  winter  season  and  covered  work  performed  to 
June  30,  1964.  While  it  had  been  anticipated  that  the  services  of  the  contractor  would 
be  needed,  the  Department  was  able  to  perform  its  own  snow  removal  work  because  it 
was  not  required  to  assist  other  government  departments  and  agencies  in  the  area 
with  runway  and  road  clearance  work  as  had  been  the  practice  in  previous  winters. 

The  Department  of  National  Defence  did  not  realize  an  exclusive  contract  had  been 
awarded  and  the  Department  of  Defence  Production  did  not  seem  to  realize  the  signifi- 
cance of  the  particular  clause  which  made  the  contract  exclusive. 

In  May  1964  the  contractor  contended  that  pursuant  to  the  terms  of  the  contract, 
he  had  the  exclusive  right  to  perform  the  services  specified  and  he  subsequently  sub- 
mitted a  claim  for  $8,503.  Following  receipt  of  an  opinion  from  the  Department  of  Justice 
that  the  Crown  was  in  breach  of  contract,  the  claim  was  settled  for  $3,682  to  cover  the 
contractor's  non-productive  labour  costs  and  the  estimated  profit  he  would  have  realized 
had  he  performed  the  work,  as  determined  by  treasury  auditors. 

Although  the  auditors  did  not  qualify  their  report  on  the  investigation  of  the  claim  it 
appears  that  in  estimating  the  profit  they  did  not  include  the  cost  of  fuel,  materials, 
repairs  and  maintenance,  etc.,  because  these  costs  were  not  included  by  the  contractor  in 
his  claim  and  because  of  the  difficulty  of  determining  the  amounts  involved.  Therefore  the 
profit  was  overestimated  to  this  extent. 

96.  Fire  loss  of  RCAF  hangar,  Moncton,  N.B.  By  an  agreement  dated  May  18, 
1961,  the  Moncton  Flying  Club  was  granted  the  right  to  use  and  occupy  certain  accommo- 
dation in  a  hangar  at  No.  5  Supply  Depot,  Moncton. 

On  numerous  occasions  infractions  of  the  RCAF  fire  regulations  were  brought  to 
the  attention  of  Club  officials  and  in  March  1964  the  Deputy  Minister  wrote  a  letter  to  the 
Club  advising  them  that  the  unsatisfactory  conditions  with  respect  to  the  fire  regulations 
would  not  be  tolerated  and  that  any  future  reports  on  hazardous  fire  conditions  due  to  its 
operations  would  result  in  the  termination  of  the  agreement.  On  July  22,  1964  and 
again  on  May  5,  1965  letters  were  written  to  the  manager  of  the  Club  by  the  Commanding 
Officer  No.  5  Supply  Depot  drawing  attention  to  serious  infractions  of  the  fire  regulations 
and  threatening  eviction  if  RCAF  orders  were  not  adhered  to.  These  letters  were  followed 
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up  by  station  inspections  which  showed  that  some  improvements  had  been  made  and  cor- 
rective measures  taken.  However,  constant  'policing'  was  required  for  these  measures  to 
be  lasting  and  effective. 

In  June  1965  the  hangar  was  destroyed  by  a  fire  which  a  Board  of  Inquiry  con- 
cluded was  caused  by  a  cooking  accident  involving  a  member  of  the  Club  quartered  on  the 
premises.  The  loss,  including  stores  and  equipment,  was  estimated  at  $3.5  million. 

The  Department  of  National  Defence  no  longer  permits  joint  occupancy  of  this  kind 
with  civilian  organizations. 

97.  Unemployment  Assistance.  The  Unemployment  Assistance  Act,  1956,  c.  26, 
provides  for  payment  by  the  Federal  Government  to  the  provincial  and  territorial 
governments  of  50%  of  the  costs  of  providing  assistance  to  persons  unemployed  and 
in  need.  Our  Reports  in  previous  years  have  made  reference  to  difficulties  in  the 
administration  of  the  Act  arising  in  part  from  inadequate  definitions  of  shareable  costs, 
ambiguities  in  the  text  of  the  Act  and  the  relationship  between  this  program  and  other 
programs  of  social  assistance.  We  recommended  that  consideration  be  given  to  the 
overall  co-ordination  of  all  programs  involving  assistance  to  individuals  to  avoid 
overlapping  and  duplication  and  to  achieve  greater  equity  in  the  treatment  of  individuals 
as  well  as  to  reduce  the  cost  of  administration.  The  Public  Accounts  Committee  in  its 
Fourth  Report  1963  concurred  in  our  observations  (see  Appendix  1,  item  4). 

Many  of  the  matters  pertaining  to  the  administration  of  the  Unemployment 
Assistance  Act  that  were  criticized  in  previous  years'  Reports  have  been  corrected  by 
the  Department  of  National  Health  and  Welfare.  However,  the  ambiguities  contained 
in  the  text  of  the  Unemployment  Assistance  Act  and  the  overlapping  and  duplication 
in  the  various  welfare  Acts  still  gave  rise  to  difficulties  in  the  administration  of  the  Act 
throughout  the  year. 

Our  past  Reports  have  criticized  such  matters  as  overpayments,  supplemental 
allowances,  accumulation  of  comforts  allowances,  determination  of  need,  overlapping 
of  assistance,  fully  employed  recipients  of  assistance  and  the  need  for  strengthening 
administrative  control. 

In  1966  Parliament  enacted  the  Canada  Assistance  Plan,  1966-67,  c.  45,  which  permits 
the  Federal  Government  to  enter  into  agreements  with  the  provinces  to  make  contribu- 
tions to  the  cost  of  providing  assistance  and  welfare  services,  pursuant  to  provincial 
ilaw,  to  all  persons  in  need.  At  the  present  time  regulations  under  the  Plan  are  being 
prepared  and  agreements  with  the  provinces  are  under  negotiation.  It  is  anticipated 
jthat  these  agreements  will  in  time  replace  existing  agreements  with  the  provinces  with 
jrespect  to  sharing  costs  of  unemployment  assistance  and  such  categorical  programs  as 
(old  age  assistance  and  blind  and  disabled  persons  allowances.  The  Plan  also  provides 
(for  Federal  Government  contributions  to  provincial  programs  of  mothers'  allowances, 
iwhich  previously  had  been  excluded  from  federal  aid.  The  new  Plan  should  provide  the 
overall  co-ordination  of  assistance  programs  which  we  have  recommended  in  previous 
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Reports.  However,  until  the  regulations  under  the  Plan  are  established  and  agreements 
entered  into  with  the  provinces,  it  is  not  possible  to  fully  assess  the  adequacy  of  the  new 
comprehensive  approach  to  social  assistance  in  overcoming  the  administrative  weaknesses 
referred  to  in  previous  Reports. 

98.  Provincial  payments  to  federal  hospitals  under  the  Hospital  Insurance  and 
Diagnostic  Services  Act.  In  previous  Reports  doubt  has  been  expressed  as  to  whether  the 
terms  of  the  agreements  with  the  various  provinces  under  the  Hospital  Insurance  and 
Diagnostic  Services  Act,  1957,  c.  28,  relating  to  payments  to  federal  hospitals,  were  being 
observed  in  all  cases.  Additionally,  it  was  noted  that  it  was  difficult  to  appraise  the 
adequacy  of  settlements  by  the  provinces  as:  accounting  in  federal  hospitals  generally 
did  not  conform  to  the  Canadian  Hospital  Accounting  Manual  which  provides  a  basic 
accounting  system  for  hospitals;  accounting  and  medical  records  in  some  Indian 
hospitals  were  inadequate  for  preparation  of  the  necessary  financial  returns  required 
by  the  agreements  with  the  provinces;  and  it  was  not  always  possible  to  determine  rates 
by  reference  to  comparable  non-federal  hospitals  because  of  the  specialized  nature  of 
many  federal  institutions.  We  recommended  that  steps  be  taken  to  bring  federal 
hospital  accounting  in  line  with  requirements  where  necessary  and  that  revisions  to  the 
agreements  should  be  made  to  the  end  that  all  the  terms  may  be  fully  complied  with. 

Our  examination  during  the  year  disclosed  that  the  terms  of  the  agreements  under 
the  Act  relating  to  payments  to  federal  hospitals  had  not  been  changed.  However,  we 
understand  that  revisions  are  under  consideration  by  federal  and  provincial  officials. 
Some  progress  has  been  made  in  the  introduction  into  federal  hospitals  of  an  accounting 
system  based  on  the  Canadian  Hospital  Accounting  Manual.  Ten  of  the  sixteen  Indian 
hospitals  of  the  Department  of  National  Health  and  Welfare  now  use  the  Manual  and 
the  Department  of  Veterans  Affairs  has  introduced  it  at  one  location  and  proposes  to 
extend  its  use  to  its  other  ten  hospitals. 

99.  Overpayment  of  a  Health  Grant.  The  Province  of  Newfoundland  overclaimed 
$50,939  under  a  General  Public  Health  Grant  project  for  the  maintenance  of  an 
ambulance  service  on  the  south  coast  of  the  Province,  as  the  result  of  failure  to  reflect 
in  its  claims  over  a  period  of  eleven  years  the  amounts  recovered  from  the  crews  of  the 
ambulance  boats  for  board  and  lodgings.  Although  the  Province  had  an  obligation,  under 
the  General  Health  Grants  and  Hospital  Construction  Grants  Rules,  to  refund  the' 
amount,  it  did  not  do  this  but  asked  the  Department  of  National  Health  and  Welfare 
to  consider  the  overpayment  as  a  federal  grant  towards  the  cost  of  supplementing  the 
service  with  emergency  air  ambulance  service,  for  which  the  Province  had  spent  approx- 
imately $425,000  in  a  ten-year  period  without  seeking  assistance. 

In  May  1965  the  Department  was  informed  that  the  Treasury  Board  had  approved 
the  write-off  of  the  amount  subject  to  two  conditions: 

(1)   the  Province  will   undertake   not   to   claim   funds  under  the  General   Public   Health 
Grants  for  the  service  instituted  in  1955,  namely  the  Air  Ambulance  Sendee  along! 
the  south  coast  of  the  Island; 
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(2)  the  normal  write-off  procedure  in  this  case  will  be  followed,  namely  the  amount  to 
be  written  off  will  be  submitted  for  consideration  at  the  time  of  final  Supplementary- 
Estimates,  1965-66. 

The  normal  write-off  procedure  was  not  followed.  Instead  a  cheque  for  $50,939  was 
drawn  payable  to  the  Receiver  General,  $21,028  being  charged  to  the  General  Public 
Health  Grant  and  the  balance  spread  over  five  other  specific  grants.  The  cheque  was 
then  deposited  to  the  credit  of  the  Receiver  General  as  a  repayment  of  the  amount 
overclaimed  by  the  Province. 

The  action  taken  appears  to  have  been  designed  more  to  eliminate  an  overpayment 
than  to  meet  the  aim  of  the  General  Health  Grants,  as  set  out  in  the  Estimates,  of 
assisting  the  provinces  in  extending  and  improving  health  services.  Furthermore,  in  our 
opinion,  the  practice  of  issuing  and  handling  Receiver  General  cheques  in  this  manner 
constitutes  a  weakness  in  internal  financial  control. 

100.  Additional  cost  due  to  postponement  of  construction  project,  Edmonton,  Alta. 
In  September  1964  the  Department  of  Public  Works  awarded  a  contract  at  a  price  of 
$6,788,000  for  the  construction  of  a  new  building  at  the  Charles  Camsell  Hospital  for 
the  Department  of  National  Health  and  Welfare.  The  building  was  still  under  construc- 
tion at  March  31,  1966,  to  which  date  costs  of  $5,044,000  had  been  incurred. 

In  1960  architects  had  been  engaged  by  the  Department  of  Public  Works  to  prepare 
plans  and  specifications  for,  and  to  supervise  construction  of,  the  new  building.  In 
December  1962,  however,  the  Department  of  National  Health  and  Welfare  requested 
that  design  work  on  the  project  be  discontinued  in  order  to  conserve  funds  and  permit 
consideration  of  the  recommendation  of  the  Royal  Commission  on  Government  Organiza- 
tion concerning  the  operation  of  hospitals.  Since  at  that  time  it  was  not  possible  to 
determine  when  the  project  might  be  proceeded  with,  the  consultants  were  paid  $195,000 
for  work  performed  prior  to  the  stop  work  order. 

After  the  project  was  reactivated  in  January  1964,  with  the  consultants  then 
resuming  their  engagement,  they  presented  a  claim  for  additional  costs  beyond  their 
fee  entitlement  for  the  project.  These  were  attributed  in  part  to:  the  necessity  of 
reviewing  the  design  requirements  with  the  hospital  staff  in  order  that  any  changes 
in  hospital  techniques  or  requirements  could  be  provided  for ;  changes  in  both  the  hospital 
staff  and  the  consultants'  staff,  in  the  intervening  period,  requiring  time  for  reorientation ; 
and  changes  in  electrical  codes  and  regulations  in  1963  which  required  revisions  in  the 
drawings  and  specifications. 

During  the  year  the  consultants'  claim  for  additional  costs  stemming  from  the 
postponement  of  the  project  was  recognized  to  the  extent  of  $34,870. 

101.  The  Canada  Pension  Plan  booklet.  On  May  12,  1965  the  Treasury  Board 
approved  a  nation-wide  educational  program,  at  a  cost  not  to  exceed  $2.2  million,  for 
the  purpose  of  acquainting  the  Canadian  public  with  its  obligations  under  the  Canada 
Pension  Plan  and  the  benefits  to  which  persons  are  entitled  thereunder. 
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On  August  31,  1965  the  Department  of  Public  Printing  and  Stationery  entered 
into  contracts  with  two  printing  firms  for  the  production  of  3,825,000  copies  of  the 
Canada  Pension  Plan  booklet  at  a  total  cost  of  $494,139.  Although  the  amounts  of  the 
contracts  exceeded  the  limits  specified  by  the  Governor  in  Council  under  section  39 
of  the  Financial  Administration  Act  and  the  contracts  therefore  required  the  prior 
approval  of  the  Treasury  Board,  no  such  prior  approval  was  obtained. 

The  lowest  tender  received  by  the  Department  of  Public  Printing  and  Stationery 
was  $461,317  or  $32,822  lower  than  the  combined  contract  amounts.  It  was  rejected 
because  delivery  could  not  be  made  before  110  days.  The  second  lowest  tender  was 
$477,000  with  delivery  in  32  days.  This  tenderer  was  given  an  order  for  one-half  the 
quantity  for  $236,000  to  be  delivered  in  25  working  days,  and  a  contract  for  the  remaining 
half  was  given  to  another  contractor  at  a  price  of  $258,139,  later  increased  by  $7,781 
to  compensate  for  extra  costs  incurred  in  expediting  delivery  of  600,000  booklets,  with 
delivery  in  20  working  days.  In  actual  fact  this  contractor  had  produced  and  delivered 
345,000  copies  of  the  booklet  prior  to  August  31,  the  date  of  the  order. 

It  will  be  noted  from  the  foregoing  that  $24,920  (and  possibly  more  as  the  contractor 
accepted  half  the  order  for  less  than  half  the  tender  price)  could  have  been  saved  had 
the  booklets  been  ordered  from  the  second  lowest  bidder  with  an  extension  of  the  delivery 
date  of  only  seven  days. 

The  Treasury  Board  ultimately  approved  the  two  contracts  on  November  29,  1965. 
The  submission  which  was  dated  November  15,  1965  made  no  reference  to  the  fact  that  the 
contracts  had  already  been  entered  into  and  deliveries  completed  eight  weeks  previously. 

102.  Ex  gratia  payment  to  an  employee.  An  employee  of  the  Department  of 
National  Health  and  Welfare  in  London,  England,  was  occupying  leased  living  accom- 
modation under  conditions  which  proved  to  be  unsatisfactory.  He  sought  legal  advice 
and,  on  the  strength  of  this  advice,  with  the  concurrence  of  his  superiors,  invoked  a  special 
clause  in  the  lease  which  permitted  termination  in  the  event  that  he  was  transferred  out 
of  London,  although  no  actual  transfer  was  contemplated.  His  landlord  became  aware 
of  the  fact  that  he  had  not  been  transferred  and  began  court  proceedings  claiming  damages 
for  breach  of  the  lease.  The  case  was  withdrawn  when  the  employee  claimed  diplomatic 
immunity.  Subsequently,  British  law  on  diplomatic  immunity  was  changed  and  the  land- 
lord again  entered  suit.  The  county  court  dismissed  the  case  on  the  basis  of  the  employee's  ) 
diplomatic  immunity  but  the  decision  was  over-ruled  by  the  appeal  court.  Rather  than 
have  the  case  re-tried  on  its  merits,  which  might  have  brought  to  light  the  stratagem  used 
to  terminate  the  lease  and  the  retreat  behind  the  shelter  of  diplomatic  immunity,  the 
employee  was  instructed  by  his  superiors  to  arrange  settlement  out  of  court.  He  was 
reimbursed  the  full  amount  of  the  settlement,  $1,314,  on  an  ex  gratia  basis.  A  further 
claim  may  be  received  in  respect  of  the  landlord's  costs. 

In  addition  to  the  ex  gratia  payment,  the  Department  of  National  Health  and  Wel- 
fare reimbursed  the  employee  for  his  personal  legal  expenses  in  the  amount  of  $945.  This 
reimbursement  was  not  authorized  by  the  Order  in  Council  which  approved  of  the  ex 
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gratia  payment  and  the  payment  of  an  employee's  personal  obligation,  particularly  with- 
out Executive  approval,  is  open  to  question. 

103.  Living  allowances  to  members  of  the  National  Research  Council.  Order  in 
Council  P.C.  1965-26/1091  of  June  18,  1965  authorized  payment  of  a  per  diem  allowance 
of  $75  to  members  of  the  National  Research  Council  and  of  the  Medical  Research  Council 
to  cover  all  expenses  other  than  transportation  expenses  incurred  in  connection  with  their 
work.  This  represented  an  increase  of  $30  over  the  $45  per  diem  allowance  which  had  been 
in  effect  for  some  years. 

Section  12  of  the  National  Research  Council  Act,  R.S.,  c.  239,  as  amended  by  1966- 
67,  c.  26,  provides  that: 

12.  (1)  No  member  of  the  Council,  with  the  exception  of  the  President,  the  Vice- 
President  (Administration)  and  the  Vice-Presidents  (Scientific)  shall  receive  any  payment 
or  emolument  for  his  services,  but  each  member  shall  receive  such  travelling  and  other 
expenses  in  connection  with  the  work  of  the  Council  as  may  be  approved  by  the  Governor 
in  Council. 

(2)  Notwithstanding  subsection  (1),  a  member  of  the  Council  other  than  the  President 
or  a  Vice-President  may,  for  any  period  during  which  he  performs  with  the  approval  of 
the  Council  any  duties  on  behalf  of  the  Council  in  addition  to  his  ordinary  duties  as  a 
member  thereof,  be  paid  such  remuneration  as  may  be  authorized  by  the  Council. 

The  officers  of  the  Council  are  of  the  opinion  that  a  per  diem  rate  of  $75  does  not 
include  any  element  of  remuneration.  However,  since  the  Public  Accounts  Committee  has 
expressed  the  opinion  that  a  per  diem  rate  of  $60  paid  to  a  judge  could  be  regarded  as 
including  an  element  of  remuneration  (see  Appendix  1,  item  7),  it  appears  that  a  per 
diem  rate  of  $75  for  similar  expenses  likewise  contains  an  element  of  remuneration,  con- 
trary to  section  12  of  the  National  Research  Council  Act. 

104.  Questionable  expenditure  on  public  relations  project.  In  January  1966  the 
Treasury  Board  approved  of  an  exhibit  in  the  Skylon  Observatory,  Niagara  Falls,  Ont., 

<  depicting  the  scientific  activity  of  the  National  Research  Council.  The  cost  of  the  exhibit 
was  estimated  at  $175,000. 

The  Board  advised  the  Council  that  approval  was  being  given  only  because  arrange- 
ments for  the  display  were  already  well  under  way.  It  questioned  "the  advisability  of  the 
National  Research  Council  making  an  expenditure  of  this  size  for  a  public  relations  proj- 
ect of  such  general  character,  and  of  apparently  minimal  direct  value  in  the  promotion 
of  the  National  Research  Council's  relationship  to  industry  and  the  scientific  community." 

The  Council  arranged  for  the  Canadian  Government  Exhibition  Commission  to 
construct  and  arrange  the  exhibit  and  costs  amounting  to  $119,000  were  charged  to  a 
National  Research  Council  appropriation.  A  further  $54,000  has  been  expended  up  to 
October  31,  1966  and  the  final  cost  has  not  yet  been  established. 

105.  Departmental  practices  which  lack  statutory  sanction.  In  last  year's  Report 
(paragraph  90)  reference  was  made  to  seven  practices  of  the  Customs  and  Excise  Division 
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of  the  Department  of  National  Revenue  which  lacked  legislative  sanction.  Three  had 
since  been  approved  by  amendments  to  the  Customs  Act  (1965,  c.  16). 

A  subsequent  amendment  to  the  Excise  Tax  Act  (1966-67,  c.  40)  gave  sanction  to  the 
practice  of  refunding  taxes  based  on  estimated  taxable  values  subject  to  regulations 
precribed  by  the  Governor  in  Council,  but  no  action  was  taken  with  respect  to  the 
refunding  of  customs  duties  on  an  estimated  basis. 

The  three  other  practices  which  continue  to  lack  statutory  authority  and  which  were 
carried  on  throughout  the  year  relate  to : 

(a)  sales  of  goods  unclaimed  at  Customs; 
{b)  determination  of  "sale  price"  for  sales  tax  purposes;  and 

(c)  refund  of  duty  paid  on  goods  diverted  to  use  other  than  that  for  which  they  were 
imported. 

The  Public  Accounts  Committee  in  its  Eighth  Report  1964  recommended  that  the 
first  two  of  these  practices  should  receive  statutory  sanction  and  similarly  in  its  Fifth 
Report  1966  the  Committee  supported  the  Audit  Office  view  that  the  other  item  should 
receive  parliamentary  sanction  if  the  practice  is  to  continue  (see  Appendix  1,  item  27). 

The  Committee  went  on  to  state  in  its  Fifth  Report  1966  that 

a  government  department  should  not  initiate  or  take  any  action  that  is  not  authorized 
by  Parliament  even  though  it  contemplates  that  Parliament  may  eventually  take  action  to 
provide  that  authority.  It  (the  Committee)  considers  that  the  actions  of  government  de- 
partments must  be  limited  at  all  times  to  the  legislative  authority  existing  at  the  time  the 
action  is  taken. 

106.  Concessions  made  to  motor  vehicle  manufacturers.  For  many  years  prior  to 
the  agreement,  dated  January  16,  1965,  between  Canada  and  the  United  States  of 
America  concerning  automotive  products,  steps  had  been  taken  by  the  Canadian 
Government  to  promote  greater  production  in  the  automotive  field. 

Pursuant  to  the  British  Commonwealth  Content  Regulations  under  the  Customs 
Tariff,  formulated  in  1936,  manufacturers  of  motor  vehicles  enjoy  comparatively  low 
import  duties  if  the  Canadian  and  other  British  Commonwealth  content  of  their 
production  is  not  less  than  certain  established  percentages. 

Concessions  made  to  the  industry  have  taken  the  form  of  permitting  imports  free 
of  duty  subject  to  certain  restrictive  conditions  but  the  fulfilment  of  these  conditions 
cannot  usually  be  verified  until  some  later  date.  Entries  covering  these  imports  show 
the  declared  value  of  the  goods  being  imported  but  generally  they  are  not  completed 
by  insertion  of  the  tariff  rate  or  computation  of  the  duty  which  would  be  payable  should 
the  restrictive  conditions  not  be  met.  Furthermore,  although  the  entries  represent 
potential  revenue  to  the  Crown,  the  Department  of  National  Revenue  does  not  require 
that  they  be  sent  from  the  various  customs  ports  to  a  central  location  to  be  suitably 
recorded.  Accordingly  no  record  is  available  giving  the  amount  of  customs  duty  involved 
or  even  the  total  value  of  the  imports  for  which  the  importer  must  account.  In  addition, 
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the  Department  does  not  normally  receive  adequate  information  on  which  to  assess  the 
importer's  progress  in  meeting  the  restrictive  conditions.  Thus,  in  circumstances  where 
the  restrictive  conditions  may  not  be  met,  the  Department  is  unable  to  take  action  to 
protect  the  revenue  before  further  indebtedness  builds  up.  Under  the  Motor  Vehicle 
Tariff  Order,  1965  only  annual  statements  are  called  for  and  some  of  these  have  not  yet 
been  received  for  the  year  ended  July  31,  1965. 

The  Department  makes  an  annual  verification  of  the  importer's  records.  If  the 
restrictive  conditions  have  not  been  met  the  amount  owing  by  the  importer  must  then 
be  determined  by  amending  some  or  all  of  the  applicable  import  entries  for  the  period 
under  review.  There  is  usually  considerable  delay  before  this  is  done  because  verification 
is  not  normally  attempted  before  statements  are  received  from  the  manufacturers  and 
there  is  insufficient  pressure  on  the  manufacturers  to  submit  these  promptly.  It  is  for  this 
reason  that  estimated  amounts  are  used  in  the  specific  cases  referred  to  below. 

Comments  on  certain  programs — 

(1)  Files  relating  to  the  British  Commonwealth  Content  Regulations  which  were  examined 
during  the  year  revealed  that  one  vehicle  manufacturer  had  failed  to  meet  the  terms 
of  the  specific  British  Commonwealth  production  requirements  for  the  1962  and  1963 
models.  Another  manufacturer  failed  with  respect  to  the  1964  models.  Because  these 
manufacturers  had  been  permitted  to  import  certain  parts  free  of  duty,  their  failure 
to  meet  production  requirements  resulted  in  their  being  liable  to  substantial  additional 
customs  duties  under  the  applicable  Customs  Tariff  items.  However,  the  amounts  of 
these  additional  duties  were  not  calculated  precisely  by  the  Department  and  no  demands 
were  made  on  the  manufacturers  for  payment.  Under  section  22  of  the  Financial 
Administration  Act  the  Governor  in  Council  later  remitted  94%  of  the  duties  in  the 
case  of  the  1962  model  year,  84%  in  the  case  of  the  1963  model  year,  and  100%  in 
the  case  of  the  1964  model  year.  The  amount  so  remitted  was  $2.2  million.  Of  this, 
$755,600  represents  the  amount  remitted,  with  respect  to  the  1964  model  year,  to  one 
manufacturer  who  ceased  production  early  in  1966. 

(2)  Order  in  Council  P.C.  1963-1/1544  of  October  22,  1963  remits,  under  section  22  of  the 
Financial  Administration  Act,  duties  on  motor  vehicles,  and  parts  imported  for  use  as 
original  equipment,  to  the  extent  that  Canadian  content  credit  was  earned  by  greater 
exports  in  two  designated  periods,  November  1,  1963  to  October  31,  1964  and  Novem- 
ber 1,  1964  to  January  17,  1965  over  the  base  period  November  1,  1961  to  October  31, 
1962.  These  conditional  remissions,  at  times,  resulted  in  deferment  of  payment  of  duties, 
a  practice  which  we  reported  to  the  House  of  Commons  as  being  contrary  to  sections 
22(1)  and  79  of  the  Customs  Act  (see  1964  Report).  The  Customs  Act  was  subsequently 
amended  to  permit  free  entry  of  goods,  subject  to  regulations  by  the  Governor  in 
Council  (1965,  c.16).  Files  relating  to  this  Order  which  were  examined  during  the  year 
indicated  that  four  manufacturers  were  indebted  to  the  Crown  at  March  31,  1966 
as  a  result  of  excessive  importations  in  one  or  both  of  the  designated  periods.  The 
automobile  manufacturer,  referred  to  above,  who  had  ceased  production  early  in  1966 
was  indebted  to  the  Crown  in  an  estimated  amount  of  $470,000  due  in  part  to  im- 
ports in  the  second  period  of  vehicles  not  normally  handled  by  him.  Of  this  amount 
$171,000  owing  with  respect  to  the  second  period,  November  1,  1964  to  January  17, 
1965,  was  paid  on  June  28,  1966,  and  the  $299,000  owing  with  respect  to  the  first 
period,  November  1,  1963  to  October  31,  1964,  was  paid  on  November  23,  1966. 
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(3)  The  Motor  Vehicle  Tariff  Order,  1965  was  approved  by  Order  in  Council  P.C.  1965-99 
of  January  16,  1965.  This  Order  permits  the  duty-free  import  of  completed  automobiles, 
buses  and  specified  commercial  vehicles  when  imported  by  a  manufacturer  of  the 
same  types  of  vehicles  and  the  duty-free  import  of  most  parts  imported  for  use  as 
original  equipment  in  vehicles  to  be  produced  in  Canada.  The  Order  establishes  a  base 
period  of  August  1,  1963  to  July  31,  1964.  To  earn  entitlement  to  free  importation  of 
vehicles  and  parts,  a  manufacturer  must  obtain  in  future  similar  yearly  periods,  a  total 
Canadian  value  in  production  costs  equal  to  or  greater  than  that  obtained  in  the  base 
period,  and  a  dollar  sales  ratio  of  Canadian-produced  vehicles  to  total  sales  of  vehicles 
for  consumption  in  Canada  which  is  equal  to  or  greater  than  the  ratio  in  the  base 
period  but  not  less  than  75%.  It  should  be  noted  that  in  this  Order  there  is  a  re- 
quirement for  only  a  nominal  increase  in  the  Canadian  value  in  manufacturing  costs 
in  any  year,  but  if  a  manufacturer  fails  to  maintain  the  total  Canadian  value  of  his 
manufacturing  costs  or  the  sales  ratio  of  Canadian-produced  vehicles,  he  loses  all 
entitlement  to  duty-free  import  for  that  year.  In  other  words,  a  minor  cut-back  in 
Canadian  production  or  an  increase  in  sales  in  Canada  of  foreign-built  automobiles  by 
the  manufacturer  could  result  in  a  substantial  amount  of  duty  being  payable  by 
him  at  the  year-end.  Our  examination  of  the  files  revealed  that  an  estimated  $7.1 
million  was  owing  to  the  Crown  by  vehicle  manufacturers  at  March  31,  1966  because 
of  failure  to  meet  the  required  conditions.  Included  in  this  amount  is  an  estimated 
$2.4  million  owing  by  the  manufacturer  referred  to  previously  as  having  had  $755,600 
remitted  by  the  Governor  in  Council,  who  owed  $470,000  under  Order  in  Council  P.C. 
1963-1/1544  of  October  22,  1963  and  who  had  ceased  production  early  in  1966. 

This  manufacturer  failed  in  the  period  ending  July  31,  1965  to  meet  the  require- 
ment of  the  Motor  Vehicle  Tariff  Order,  1965  that  his  sales  ratio  of  Canadian-produced 
vehicles  to  his  total  sales  of  vehicles  for  consumption  in  Canada  be  maintained.  This 
was  partly  due  to  his  importation  of  foreign-built  automobiles  of  another  manufacturer. 
As  a  consequence,  this  manufacturer  is  indebted  to  the  Crown,  under  this  Order,  for 
customs  duties  estimated  by  the  Department  at  $2.4  million.  No  demand  for  payment 
of  these  customs  duties  has  been  sent  to  the  manufacturer  by  the  Department  despite 
the  fact  that  he  ceased  production  of  motor  vehicles  on  March  17,  1966. 

This  manufacturer  did  increase  the  Canadian  value  of  his  production  costs  and 
substantially  increased  his  dollar  sales  ratio  of  Canadian-produced  vehicles  to  his  total 
sales  of  vehicles  for  consumption  in  Canada  for  the  next  period  ended  July  31,  1966. 
However,  the  Order  does  not  provide  for  a  deficit  in  one  period  to  be  offset  against  a 
surplus  in  a  preceding  or  following  period. 

The  remaining  $4.7  million  recorded  as  owing  under  this  Order  is  due  from  two 
other  manufacturers  and  includes  $3  million  owing  by  the  manufacturer  who  had  failed 
under  the  British  Commonwealth  requirements  for  his  1962  and  1963  model  years. 
It  should  be  pointed  out,  however,  that  the  records  of  all  manufacturers  have  not  yet 
been  checked  insofar  as  production  periods  prior  to  March  31,  1966  are  concerned, 
and  there  may  be  additional  amounts  established  as  owing  by  other  manufacturers 
when  this  work  is  completed. 

In  the  past,  the  concept  that  duties  and  taxes  be  paid  at  the  time  of  importation, 
with  penalties  provided  if  payment  of  these  duties  and  taxes  was  deferred,  has  been 
inherent  in  the  Customs  Act  and  Customs  Tariff.  This  concept  has  been  changed  under 
the  terms  of  the  several  motor  vehicle  tariff  concessions  with  the  result  that  from  time  to 
time  substantial  amounts,  as  referred  to  above,  are  owing  by  certain  importers.  To  this 
extent  the  Crown  is  participating  in  the  financing  of  automobile  production. 
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Under  the  earlier  remission  orders  a  maximum  security  deposit  of  $100,000  was 
required  of  manufacturers.  This  amount  was  nominal  in  relation  to  amounts  sometimes 
established  as  owing  because  of  failure  to  meet  the  required  conditions,  but  the  Motor 
Vehicle  Tariff  Order,  1965  requires  no  deposit  whatever. 

In  our  opinion,  the  procedures  followed  by  the  Department  of  National  Revenue, 
Customs  and  Excise  Division,  in  administering  the  concessions  granted  to  motor  vehicle 
manufacturers  under  the  various  Orders  are  not  adequate  to  protect  the  revenues 
properly  accruing  to  the  Crown  in  the  circumstances  where  the  terms  of  these  Orders 
are  not  met.  It  is  essential  that  the  Department  take  steps  to  strengthen  its  administra- 
tion of  these  Orders  to  ensure  that  the  importers  concerned  do  not  benefit  from 
concessions  beyond  those  set  out  in  the  Orders  and  that  revenues  due  to  the  Crown  are 
promptly  collected. 

107.  Remissions  granted  by  the  Governor  in  Council  under  section  22  of  the 
Financial  Administration  Act.  Section  22(1)  of  the  Financial  Administration  Act 
provides  that: 

The  Governor  in  Council,  on  the  recommendation  of  the  Treasury  Board,  whenever 
he  considers  it  in  the  public  interest,  may  remit  any  tax,  fee  or  penalty. 

and  subsection  (8)  requires  that: 

A  statement  of  each  remission  of  one  thousand  dollars  or  more  granted  under  this 
section  shall  be  reported  to  the  House  of  Commons  in  the  Public  Accounts. 

In  accordance  with  this  requirement,  listings  of  remissions  of  one  thousand  dollars 
or  more  appear  each  year  in  Volume  II  of  the  Public  Accounts.  The  majority  of  these 
remissions  pertain  to  customs  duties,  excise  duties  and  excise  taxes  administered  by  the 
Customs  and  Excise  Division  of  the  Department  of  National  Revenue.  The  totals  of 
the  remissions  with  respect  to  this  Division  for  which  amounts  appear  in  the  Public 
Accounts  in  each  of  the  past  three  years  are  as  follows : 

1964  $  12,518,000 

1965  40,520,000 

1966  34,826,000 

In  addition  to  the  remissions  for  which  amounts  are  shown,  a  number  are  granted 
where  the  amounts  involved  are  not  available  or  cannot  readily  be  determined.  In  such 
cases  a  narrative  description  of  the  remission  is  included  in  the  Public  Accounts. 

The  largest  group  of  remissions,  in  terms  of  numbers,  involves  goods  or  equipment 
imported  into  Canada  on  a  temporary  basis.  These  remissions  amounted  to  $19.5  million 
in  1965-66.  In  such  cases  it  is  the  policy  of  the  Governor  in  Council  to  remit  either  the 
entire  amount  of  the  duty,  as  in  the  case  of  certain  railway  equipment,  or  that  portion 
of  the  duty  in  excess  of  a  pro-rated  amount  assessed  for  each  month  the  imported  article 
remains  in  Canada.  This  policy  is  being  followed  consistently  and  has  the  same  effect 
as  if  statutory  provision  were  made  for  importation  on  a  duty-free  basis  or  on  the 
basis  of  a  pro-rated  amount  being  assessed  for  each  month  the  imported  article  remains 
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in  Canada.  We  suggest  that  consideration  be  given  to  suitable  amendments  to  the 
Customs  Act,  R.S.,  c.  58,  so  that  such  importations  may  be  documented  more  expedi- 
tiously, thereby  eliminating  routine  referrals  to  the  Governor  in  Council. 

Reference  is  made  in  paragraph  106  of  this  Report  to  certain  remissions  granted 
to  manufacturers  of  automotive  equipment  in  Canada. 

Two  remissions  granted  during  the  year  have  not  been  included  in  the  1965-66  Public 
Accounts.  The  particulars  are  as  follows: 

(1)  Order  in  Council  P.C.  1965-35/1044  of  June  10,  1965  remitted  the  customs  duty  and 
excise  taxes  with  respect  to  a  number  of  claimants  whose  names  are  listed  in  the  Order 
in  Council.  One  of  the  items  listed  is  a  remission  of  $103,888  covering  advertising  matter 
and  souvenirs  for  which  the  claimant  is  shown  as  "Various  parties."  This  amount  has 
not  been  included  in  the  Public  Accounts  because  the  Department  is  of  the  opinion 
that  none  of  the  "Various  parties"  benefited  from  a  remission  of  $1,000  or  more.  The 
Department  did  not  compile  a  list  of  these  persons,  the  amount  being  determined  from 
an  adding  machine  tape  of  amounts  taken  from  the  relative  entries.  The  explanation 
of  this  remission  as  given  by  the  Department  is  as  follows: 

As  an  encouragement  to  organizations  in  the  United  States  and  other  countries  to  make 
use  of  Canadian  cities  and  holiday  centres  for  their  conventions  and  meetings,  the  organiza- 
tions have  been  allowed  to  import  free  of  duty  and  taxes  advertising  matter  and  souvenirs  for 
distribution  to  persons  attending  these  conventions  and  meetings.  Free  entry  has  been  per- 
mitted subject  to  approval  by  the  Governor  in  Council. 

It  is  the  opinion  of  the  Audit  Office  that  the  Department  lacks  authority  to  permit 
free  entry  of  goods  on  the  understanding  that  a  remission  by  the  Governor  in  Council 
will  be  forthcoming.  For  all  practical  purposes,  the  Department  was  not  in  a  position 
to  collect  the  duties  and  taxes  concerned  in  the  event  that  the  Governor  in  Council 
had  not  agreed  to  grant  the  remission.  In  our  opinion,  if  the  Department  considers  it  in 
the  public  interest  that  such  remissions  be  granted,  it  is  required  to  seek  and  obtain  the 
remission  before  allowing  free  entry  of  the  goods. 

(2)  The  second  remission  which  does  not  appear  in  the  listing  is  a  remission  of  sales  tax 
of  "approximately  $500,000"  paid  by  joint  contractors  on  plant  and  equipment  pur- 
chased for  execution  of  a  contract  entered  into  by  them.  The  contract  had  been  entered 
into  prior  to  June  14,  1963  the  date  on  which  certain  plant  and  equipment,  formerly 
exempt,  had  been  made  subject  to  sales  tax.  The  contractors  sought  relief  from  payment 
of  the  tax  pointing  out  to  the  Department  that  the  contract  had  been  entered  into  on 
the  assumption  that  the  required  plant  and  equipment  would  not  be  subject  to  sales  tax 
when  purchased.  Subsequently,  the  Governor  in  Council  by  Order  in  Council  P.C. 
1966-17/246  of  February  10,  1966  remitted  sales  tax  of  $500,695  which  had  been  paid 
by  the  contractors  on  plant  and  equipment  purchased  by  them  prior  to  November 
1965.  The  reason  this  remission  does  not  appear  in  the  Public  Accounts  for  1965-66 
is  because  the  refund  of  $500,695  was  not  made  until  September  1966.  The  remission 
is  to  appear  in  the  Public  Accounts  for  1966-67. 

In  our  view  the  remission  took  place  on  the  date  of  the  Order  in  Council,  Febru- 
ary 10,  1966  and  should  have  been  reported  as  of  that  date  regardless  of  the  time  which 
elapsed  before  the  refund  was  made. 

There  are  indications  in  the  files  that  further  remissions  of  even  larger  amounts 
will  be  sought  with  respect  to  plant  and  equipment  acquired  or  to  be  acquired  by  these 
contractors  subsequent  to  November  1965. 
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In  addition  to  these  two  remissions  there  are  several  continuing  remissions,  for 
which  the  amounts  involved  are  not  available  or  cannot  readily  be  determined,  of  which 
a  narrative  description  has  not  been  included  in  the  Public  Accounts  because  no  person 
benefited  therefrom  during  the  year.  In  our  opinion,  such  remissions  should  continue 
to  be  reported  as  long  as  they  remain  in  effect  regardless  of  the  benefit  derived  from 
them  in  any  year. 

108.  Failure  of  provincially-owned  instrumentalities  to  pay  sales  tax.  Prior  to 
March  30,  1966  natural  gas  used  in  internal  combustion  engines  was  subject  to  sales  tax. 

Normally  sales  tax  on  natural  gas  would  be  payable  by  the  producer  of  the  gas. 
However,  because  the  greater  part  of  gas  purchased  by  provincial  power  corporations 
was  for  a  purpose  which  made  it  tax-exempt  (i.e.,  heating)  the  Department  of  National 
Revenue  permitted  these  instrumentalities  to  pay  directly  to  the  Department  tax  on 
gas  used  under  taxable  conditions  (i.e.,  internal  combustion  engines).  This  relieved  these 
instrumentalities  of  the  necessity  of  paying  large  amounts  of  tax  to  their  suppliers  of 
natural  gas  and  then  claiming  refunds  for  the  greater  portion  of  the  tax  so  paid. 

In  1963,  the  Saskatchewan  Power  Corporation  was  retroactively  assessed  sales  tax 
on  natural  gas  used  in  internal  combustion  engines  and  gas  turbines  in  its  power  plants 
since  January  1,  1958.  Natural  gas  had  actually  been  used  at  the  plants  since  December 
1955. 

Although  the  Corporation  had  been  paying  to  the  Department  tax  on  gas  consumed 
in  internal  combustion  engines  used  on  gas  transmission  lines,  it  refused  payments  of 
tax  on  gas  used  in  the  production  of  electricity.  The  unpaid  assessments  against  the 
Corporation  together  with  penalties  to  June  30,  1966  amount  to  $262,194. 

A  similar  arrangement,  for  payment  of  tax  direct  to  the  Department  of  National 
Revenue,  was  in  effect  with  the  British  Columbia  Hydro  and  Power  Authority  and  that 
instrumentality  paid  the  tax  up  to  July  31,  1964.  With  effect  from  August  1,  1964,  the 
Authority  refused  to  pay  the  sales  tax  on  the  grounds  that  it  is  not  the  manufacturer 
or  producer  of  the  natural  gas. 

At  the  date  of  this  Report  the  amount  owing  by  the  British  Columbia  Hydro  and 
Power  Authority,  estimated  to  be  $112,000,  had  not  been  fully  assessed  by  the 
Department,  no  assessment  had  been  made  for  gas  used  for  the  production  of  electricity 
by  the  Saskatchewan  Power  Corporation  during  the  period  December  1955  to  December 
31,  1957  and  no  arrangements  had  been  made  for  settlement  of  amounts  recorded  as 
owing  by  the  two  provincial  power  corporations. 

109.  Possible  amalgamation  of  certain  inland  customs  ports.  In  the  larger  centres 
of  population  in  Canada  a  great  many  people  live  or  do  business  at  distances  of  ten 
miles  or  more  from  the  local  customs  port.  In  these  centres  traffic  conditions  are  usually 
such  that  in  terms  of  time  required  to  reach  the  local  customs  port,  it  is  much  less 
accessible  than  is  a  customs  port  in  one  of  the  smaller  centres  which  mav  be  reached 
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from  surrounding  towns  by  provincial  highways.  This  gives  rise  to  the  question  of  the 
necessity  for  inland  ports  in  centres  which  are  in  reasonably  close  proximity  to  each 
other. 

The  following  is  a  list  of  fifteen  ports  which  cost  a  total  of  $372,800  to  operate  in 
1965-66: 

Annual 

Port                                                                              operating  cost  Larger    adjacent    port 

Acton,  Ont $       8,000  Guelph,  Ont. 

Bowmanville,    Ont 10,700  Oshawa,  Ont. 

Gait,    Ont 66,100  Kitchener,   Ont. 

Georgetown,  Ont 11,800  Brampton,  Ont. 

Hull,    Que 34,200  Ottawa,  Ont. 

Ingersoll,    Ont 11,100  Woodstock,  Ont. 

Levis,    Que 22,300  Quebec  City,  Que. 

Newcastle,    N.B 6,200  Chatham,  N.B. 

Paris,    Ont 14,000  Brantford,  Ont. 

Port    Credit,    Ont 57,000  Oakville,  Ont. 

St.    Mary's,    Ont 5,500  Stratford,  Ont. 

Sackville,    N.B 5,500  Amherst,  N.S. 

Thorold,     Ont 29,600  St.  Catharines,  Ont. 

Walkerville,   Ont 85,400  Windsor,  Ont. 

Wolfville,    N.S 5,400  Kentville,  N.S. 

$  372,800 


Most  of  these  ports  are  within  ten  and  all  are  within  fifteen  miles  of  the  larger  ad- 
jacent port.  There  may  be  other  ports  in  Canada  in  a  similar  situation. 

Responsibility  for  opening  and  closing  customs  ports  lies  with  the  Governor  in  Coun- 
cil who  acts  on  the  recommendation  of  the  Minister  of  National  Revenue.  The  Audit 
Office  is  not  in  a  position  to  state  categorically  that  any  particular  port  should  be  closed. 
However,  it  is  aware  of  the  cost  of  operating  such  ports  and  is  of  the  opinion  that,  in  the 
interest  of  economy,  the  necessity  for  the  continuation  of  ports  in  this  category  should  be 
reviewed  from  time  to  time.  Where  a  port  cannot  be  closed  completely,  savings  might 
result  if  it  were  made  an  outport  or  a  branch  of  a  nearby  larger  port. 

110.  Misappropriation  of  public  funds  at  customs  port.  The  statement  of  losses 
which  appears  on  page  46.32  of  Volume  II  of  the  Public  Accounts  for  1965-66  records  the 
misappropriation  of  $6,595  by  a  former  Collector  of  Customs.  Six  members  of  the  Collec- 
tor's staff  were  also  guilty  of  misappropriating  funds  totalling  $846  but  all  made  full  resti- 
tution during  the  year  and  therefore  the  amounts  are  included  in  the  category  "Losses 
occurring  within  the  fiscal  year  and  recovered  in  full". 

When  it  became  apparent  to  the  Department  that  defalcations  had  occurred,  an 
investigation  was  made  into  the  transactions  taking  place  at  the  port  between  April  1, 
1964  and  September  20,  1965.  However,  there  was  evidence  that  the  Collector  had  been 
converting  funds  to  his  own  use  since  his  appointment  in  1962. 

Therefore,  in  our  opinion,  the  departmental  investigation  should  also  have  included 
the  transactions  from  the  date  of  his  appointment  to  March  31,  1964. 
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111.  Children's  allowances  paid  to  members  of  the  Armed  Forces  serving  abroad. 
Since  May  1,  1962  allowances  provided  to  members  of  the  Armed  Forces  posted  to  a  unit 
of  the  Canadian  Infantry  Brigade  or  the  Air  Division  in  Europe  have  included  a  children's 
allowance  to  compensate  them  for  loss  of  family  allowances  which  they  would  have 
received  had  the  children  remained  in  Canada. 

Canadians  serving  the  Crown  abroad  are  required  to  pay  income  tax  as  if  they  were 
resident  in  Canada.  However,  as  family  allowances  are  not  payable  with  respect  to  children 
living  abroad,  all  such  taxpayers  are  permitted  to  claim  the  maximum  exemption  of  $550 
for  each  dependent  child.  Thus  members  of  the  Armed  Forces  are  receiving  both  the  chil- 
dren's allowance  in  place  of  family  allowances  and  also  the  income  tax  exemption  of 
$550  in  place  of  the  $300  exemption  which  may  be  claimed  with  respect  to  children  who 
are  qualified  for  family  allowances. 

The  annual  loss  to  the  Crown  because  of  this  double  benefit  is  equivalent  to  the 
income  tax  on  an  estimated  $3.3  million  of  taxable  income. 

We  drew  this  apparent  anomaly  to  the  attention  of  the  Taxation  Division  of  the 
Department  of  National  Revenue  and  have  been  advised  that  the  Income  Tax  Act,  R.S., 
c.148,  and  Income  Tax  Regulations  will  be  amended  to  provide  that  the  deduction  per- 
mitted for  a  wholly  dependent  child  not  qualified  for  family  allowances  will  be  limited  to 
$300  when  children's  allowance  has  been  paid  to  a  member  of  the  Armed  Forces  on  behalf 
of  a  dependent  child. 

112.  Inadequate  control  of  stores  at  northern  locations.  In  our  1965  Report 
(paragraph  104)  we  referred  to  unsatisfactory  control  of  and  accounting  for  stores  at 
northern  locations.  Particular  reference  was  made  to  operations  of  the  Department  of 
Northern  Affairs  and  National  Resources  at  Frobisher  Bay,  N.W.T.  We  stated  that  sur- 
veys preliminary  to  the  establishment  of  a  consolidated  stores  operation  for  the  area  had 
revealed  that  the  value  of  the  Department's  inventory  there  could  not  be  readily  deter- 
mined, that  the  estimated  value  of  stores  on  hand  was  considerably  in  excess  of  the 
amount  authorized  under  a  revolving  fund,  and  that  management  and  control  had  been 
inadequate  for  a  number  of  years.  We  also  reported  that  specialists  from  other  govern- 
ment departments  had  been  called  in  to  take  inventory  and  catalogue  the  stores, 
reconcile  stock  records  and  reorganize  the  stores  layout,  and  design  a  stores  system  to 
meet  area  requirements. 

Although  there  has  been  a  considerable  improvement  in  the  situation  at  Frobisher 

Bay  in  that  additional  staff  has  been  recruited,  revised  procedures  have  been  instituted 

and  the  Department  is  now  operating  a  consolidated  stores  system  to  service  other 

government  departments  in  the  area,  the  situation  is  not  as  yet  fully  satisfactory.  As  at 

I   October  31,  1966  action  to  dispose  of  surplus  or  obsolete  stores  had  not  been  taken,  the 

J  value  of  the  stores  had  not  been  fully  determined,  and  there  had  not  been  any  determina- 

I  tion  of  the  amount  of  the  working  capital  advance  required   to  finance   the  stores 

operation. 


I 
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Inadequacies  continue  to  exist  at  other  locations  which  have  not  had  the  benefit 
of  a  concentrated  effort  to  improve  matters  such  as  has  been  made  at  Frobisher  Bay. 

In  its  Eighth  Report  1966  the  Public  Accounts  Committee,  stressing  the  importance 
which  it  attached  to  the  matter,  urged  the  Department  "to  establish  adequate  controls 
on  all  stores  in  the  North  with  the  least  possible  delay"  (see  Appendix  1,  item  49). 

113.  Sale  of  land  to  the  City  of  Longueuil,  Que.  The  Surplus  Crown  Assets  Act,  R.S., 
c.  260,  requires  that  government  departments  make  a  report  to  the  Minister  of  Defence 
Production  of  property,  including  lands,  surplus  to  requirements  and  that  "notwith- 
standing any  Act  or  order  in  council  enacted  or  passed  before  the  11th  day  of  July  1944, 
no  government  department  shall  dispose  of  any  surplus  Crown  assets  except  in  accord- 
ance with  this  Act".  Although  the  Act  enumerates  certain  property  which  need  not  be 
reported,  the  general  procedure  is  for  surplus  property  to  be  disposed  of  through  a 
central  agency,  Crown  Assets  Disposal  Corporation. 

The  Public  Lands  Grants  Act,  R.S.,  c.  224,  permits  departments  to  dispose  of  lands 
without  a  declaration  of  surplus  and,  as  it  is  later  legislation,  there  appears  to  be  no 
statutory  impediment  to  a  policy  of  direct  sale  by  any  department  that  decides  to  adopt 
such  a  procedure.  The  result  is  that  in  this  respect  the  Public  Lands  Grants  Act  could 
seemingly  frustrate  the  ends  which  the  Surplus  Crown  Assets  Act  is  intended  to  serve. 

An  instance  of  a  substantial  direct  sale  was  observed  during  the  year  when  the 
Department  of  Northern  Affairs  and  National  Resources  disposed  of  certain  lands  under 
its  administration  to  the  City  of  Longueuil  for  $870,000  with  the  proceeds  being  credited 
to  departmental  revenue.  The  transaction,  which  followed  lengthy  negotiations, 
culminating  in  acceptance  by  the  municipality  of  the  Department's  'fair  market' 
valuation,  was  completed  under  requisite  Executive  authority. 

The  Royal  Commission  on  Government  Organization,  in  its  report  on  "Real 
Property",  recommended  that  consideration  be  given  to  consolidating  in  a  single  statute 
legislation  having  general  application  to  the  acquisition  and  disposal  of  real  property.  ; 
The  Royal  Commission  also  envisaged  the  disposal  of  all  surplus  property  of  the  Federal 
Government  through  a  single  agency.  These  recommendations  are  not  included  among 
those  which  have  received  Executive  approval.  Their  acceptance  would  remove  the  choice 
now  open  in  respect  of  the  method  of  real  property  disposals  which  in  some  circum- 
stances might  not  serve  the  best  interests  of  the  Crown. 

114.  Second  class  mail.  The  problem  of  the  loss  suffered  by  the  Post  Office  Depart- 
ment in  the  handling  of  mailings  by  publishers  of  newspapers  and  other  periodicals 
(second  class  mail)  has  concerned  the  Public  Accounts  Committee  for  a  number  of  years  in 
the  course  of  which  it  has  continued  to  recommend  that  consideration  be  given  to  ways 
and  means  of  covering  this  loss  (see  Appendix  1,  item  1).  In  its  Fourth  Report  1966 
the  Committee  stated  that: 

It  considers  it  essential  that  the  Post  Office  Department  or  Parliament  immediately  find 
ways  and  means  of  covering  the  loss  of  the  Post  Office  Department  in  handling  second  class 
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mail  without  this  being  done  at  the  expense  of  other  classes  of  mail,  keeping  in  mind  how- 
ever the  need  of  assistance  to  small  independently  owned  newspapers  circulating  in  rural 
areas. 

For  the  year  ended  March  31,  1966  the  Post  Office  Department  incurred  a  net  operat- 
ing deficit  of  $34.5  million  compared  with  a  net  operating  deficit  of  $11.5  million  in  the 
previous  year  (see  paragraph  223).  Of  this  deficit  of  $34.5  million,  an  estimated  $28.1 
million  resulted  from  the  handling  of  second  class  mail. 

The  urgency  of  this  problem  may  be  seen  from  the  following  figures  showing  the 
estimated  loss  in  handling  second  class  mail  for  those  years  in  which  this  loss  has  been 
calculated : 

Cost  Revenue  Loss 

1956-57  $  25,200,000  $  6,300,000  $  18,900,000 

1958-59  27,900,000  6,200,000  21,700,000 

1961-62  32,700,000  8,000,000  24,700,000 

1965-66  36,900,000  8,800,000  28,100,000 

We  understand  that  legislation  is  to  be  introduced  in  the  House  in  1967  to  raise 
second  class  postage  rates. 

115.  Allowance  to  land  mail  contractors  for  services  not  performed.  Because  of  the 
postal  strike  in  July  1965  some  contractors  were  unable  to  fulfill  the  terms  of  their 
contracts  for  picking  up  and  delivering  mail.  The  Post  Office  Department  in  dealing 
with  the  contractors  for  the  period  of  the  strike  adopted  a  general  policy  of  "no  wrork, 
no  pay".  Those  contractors  who  were  unable  to  carry  out  their  duties  were  required 
to  refund  to  the  Department  the  payments  received  on  their  contracts  for  the  period  of 
the  postal  strike  less  an  abatement  of  25%.  The  abatement  was  granted  in  order  to  cover 
in  some  measure  the  overhead  costs  of  the  contractors.  The  total  abatement  was  $38,412 
and  represents  payments  for  which  no  services  were  provided. 

116.  Post  Office  Savings  Bank.  In  our  1965  Report  (paragraph  111)  attention  was 
drawn  to  a  situation  where,  of  approximately  300,000  accounts  in  the  Post  Office  Savings 
Bank,  200,000  are  classified  as  dormant  and  unclaimed.  Interest  applicable  to  the  dormant 
accounts  was  $67,000  for  the  year  ended  March  31,  1966.  We  pointed  out  that  the 
Department  was  giving  consideration  to  changes  required  in  order  that  these  unclaimed 
balances  might  be  dealt  with  in  a  manner  similar  to  that  in  which  unclaimed  balances 
in  chartered  banks  are  handled.  The  Public  Accounts  Committee  in  its  Fourth  Report 
1966  indicated  that  the  Department  should  bring  the  matter  to  a  conclusion  as  soon 
as  possible  (see  Appendix  1,  item  36). 

We  are  advised  that  the  Post  Office  Department  is  preparing  to  recommend 
appropriate  changes  in  the  Post  Office  Act,  R.S.,  c.  212. 

117.  Losses  resulting  from  the  sale  of  the  "Canada  Law  Reports".  The  Canada  Law 
Reports  are  periodicals  covering  proceedings  of  the  Supreme  Court  and  the  Exchequer 


72  AUDITOR  GENERAL'S  REPORT 

Court.  They  are  prepared  for  the  benefit  of  the  legal  profession  and  distributed  by  the 
Queen's  Printer  in  two  volumes  per  issue  (one  for  each  Court's  proceedings)  with  ten 
issues  per  year. 

In  accordance  with  agreements  between  the  Crown,  represented  by  the  Registrar  of 
the  Supreme  Court  of  Canada,  and  various  law  societies  in  Canada,  copies  are  provided 
free  of  charge  to  officers  and  libraries  of  the  societies  and  to  judges  and  court  officers, 
while  members  of  the  societies  are  supplied  with  copies  at  an  annual  rate  of  $5  per 
member  which  is  payable  by  the  societies.  This  subscription  rate  of  $5  is  based  on  a 
1962-63  direct  printing  cost  of  $4.43  per  subscription.  It  should  be  noted  that  this  cost 
does  not  include  any  costs  of  compilation,  publisher's  overhead,  postage  or  the  value 
of  services  provided  without  charge  by  other  departments. 

The  charge  for  a  subscription  sold  through  the  Queen's  Printer's  Sales  Promotion 
Division  is  $15. 

For  the  year  1965  some  10,100  copies  of  each  issue  of  the  Reports  were  printed,  of 
which  some  460  copies  were  distributed  free  to  government  departments  and  others 
entitled  to  receive  government  publications  free  of  charge,  some  630  copies  were  dis- 
tributed free  to  law  societies,  judges,  etc.,  approximately  8,670  were  sold  at  $5  per 
subscription  and  360  at  $15  per  subscription.  The  paid  subscriptions  produced  an 
estimated  revenue  of  $48,750.  The  direct  printing  costs,  which  amounted  to  $99,017, 
equivalent  to  $9.80  per  subscription,  were  charged  to  the  appropriation  (Vote  5)  of  the 
Department  of  Public  Printing  and  Stationery. 

On  May  31,  1966  the  Department  of  Public  Printing  and  Stationery  advised  the 
Registrar  of  the  Supreme  Court  that  the  printing  costs  had  almost  doubled  since  the 
subscription  rate  of  $5  was  set  in  1963.  He  recommended  that  the  price  to  the  law 
societies  be  set  at  not  less  than  $10  per  annual  subscription  commencing  January  1967. 

The  agreements  referred  to  above  are  on  a  continuing  basis  but  provide  that  "either 
party  may  terminate  this  agreement  at  any  time,  to  be  effective  at  the  end  of  the  then 
current  year,  by  mailing  postpaid  notice  of  such  termination  to  the  other  party  not 
later  than  the  first  day  of  October  in  that  year". 

As  no  such  notifications  were  mailed  prior  to  October  1,  1966  by  the  Registrar  of  the 
Supreme  Court,  losses  to  the  Crown  from  these  sales  will  continue  throughout  the 
calendar  year  1967. 

118.  Real  property  inventory.  In  1956  the  Treasury  Board  issued  the  Crown  Land 
Registry  Regulations  providing  among  other  things  for  the  establishment  in  the 
Department  of  Public  Works  of  a  central  land  registry  in  which  every  interest  in  real 
property  vested  in  the  Crown,  with  certain  exceptions,  was  to  be  recorded. 

In  reporting  on  "Real  Property"  in  1962  the  Royal  Commission  on  Government 
Organization  referred  to  valuable  work  done  by  the  Department  of  Public  Works  since 
1956  and  agreed  that  an  elementary  record  had  been  created  which  covered  a  substantial 
proportion  of  government  properties.  The  Commission  felt,  however,  that  there  were 
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major  deficiencies  in  this  record  to  be  overcome  before  it  had  real  utility  from  a 
management  standpoint.  One  was  that,  as  in  its  existing  form  it  provided  no  more  than 
the  location  of  a  parcel  of  land  and  a  description  of  its  boundaries,  it  was  essential  that 
much  more  information  be  recorded,  such  as  the  use  to  which  the  land  was  being  put,  the 
structures  standing  on  it,  the  cost  and  date  of  acquisition,  the  value  assigned  for  the 
purpose  of  making  grants  in  lieu  of  taxes,  and  the  like. 

In  December  1962  the  Department  of  Public  Works  was  instructed  by  the  Cabinet 
to  "develop  a  complete  inventory  of  properties  owned  or  leased  by  the  Federal  Govern- 
ment and  its  agencies  and  maintain  it  as  a  perpetual  record  by  posting  to  it  all  future 
acquisitions  and  disposals  as  they  occur  as  recommended  by  the  Royal  Commission  on 
Government  Organization". 

Within  a  few  months  the  Department  had  prepared  procedures  to  be  adopted  to 
establish  and  maintain  such  an  inventory.  The  actual  accumulation  of  information 
was  to  begin  by  September  1963  and  indications  of  support  from  the  land-holding 
departments  and  agencies  led  the  Department  to  assume  that  the  inventory  would  be 
substantially  completed  by  April  1,  1964. 

In  developing  the  basic  information  required  for  the  inventory,  the  Department 
felt  that  its  make-up  should  be  such  that  it  could  be  the  principal  tool  for  real  property 
management  should  the  Government  implement  other  recommendations  of  the  Royal 
Commission  with  respect  to  property  management.  Some  of  the  larger  land-holding 
departments  were  reluctant  to  undertake  the  compilation  of  the  inventory  material 
in  the  form  requested  and,  despite  efforts  of  the  Department  of  Public  Works  to  simplify 
procedures,  did  not  make  significant  returns.  Accordingly,  the  Department  sought  to 
have  decisions  of  the  Government  in  the  property  management  field  reached  before 
giving  further  consideration  to  the  material  to  be  inserted  in  the  records. 

Ultimately  it  was  decided  to  reactivate  an  interdepartmental  committee  to  develop 
revised  real  property  inventory  regulations.  These  were  developed  but  when  submitted  to 
the  Treasury  Board,  the  Board  requested  that  they  be  reviewed  by  a  committee 
established  in  May  1965  to  advise  the  Board  on  real  property  matters.  Consequently  it 
was  not  until  May  1966  that  the  Real  Property  Inventory  Regulations  became  effective, 
requiring  all  departments,  departmental  corporations  or  Crown  corporations  as  defined 
in  the  Financial  Administration  Act  to  report  for  purposes  of  the  inventory  all  real 
property  holdings,  with  certain  specified  exceptions,  and  changes  as  they  occur,  in  a 
form  prescribed  by  the  Department  of  Public  Works. 

Because  of  the  responsibility  of  the  Auditor  General  to  ascertain  whether  essential 
records  are  maintained  and  the  rules  and  procedures  applied  are  sufficient  to  safeguard 
and  control  public  property,  the  progress  of  the  Department  in  further  developing  the 
real  property  inventory  will  be  followed  closely  and  commented  on  in  future  Reports. 

119.  Disposal  of  Crown  -property  by  long-term  lease,  Vancouver,  B.C.  For  many 
years  the  City  of  Vancouver  had  been  interested  in  acquiring  a  tract  of  land  owned  by 
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the  Crown  in  the  Kitsilano  area  of  Vancouver.  This  land,  a  part  of  the  former  Kitsilano 
Indian  Reserve,  comprises  41.74  acres  which  during  World  War  II  became  the  site  of 
an  RCAF  establishment.  In  1964,  at  which  time  27  buildings  of  either  concrete  block 
or  wood  frame  construction  stood  on  the  site,  it  was  no  longer  required  by  the  Depart- 
ment of  National  Defence  and  was  turned  over  to  Crown  Assets  Disposal  Corporation 
for  disposal. 

An  appraisal  report  prepared  for  the  Corporation  at  that  time  placed  a  market 
value  of  $3,817,000  on  the  property,  with  $1,103,000  being  attributed  to  the  buildings, 
market  value  being  denned  by  the  appraiser  as  the  highest  price  likely  to  be  obtained 
from  a  purchaser  buying  "with  knowledge  of  all  the  uses  and  purposes  to  which  it  is 
best  adapted  and  for  which  it  is  capable  of  being  used". 

Although  a  number  of  government  departments  and  the  Canadian  Broadcasting 
Corporation  (which  wished  to  acquire  11  acres  and  five  of  the  concrete  block  buildings 
to  consolidate  its  television  and  radio  operations  in  the  area)  were  interested  in  the 
whole  or  part  of  the  property,  a  decision  was  reached  to  make  the  property  available 
to  the  City  under  a  long-term  lease.  By  this  time  the  City  had  plans  for  the  use  of  part 
of  the  property  as  the  location  of  a  Centennial  project  to  take  the  form  of  a  museum 
complex.  Accordingly  the  property  was  transferred  to  the  administration  of  the  Depart- 
ment of  Public  Works  in  order  that  this  Department  could  make  the  necessary 
arrangements. 

When  Executive  authority  for  the  grant  of  a  lease  for  a  term  of  99  years  at  the 
nominal  rental  of  $1  per  annum  was  obtained  early  in  1966,  it  permitted  the  City  to 
dispose  of  the  buildings  on  the  site,  which  it  did  not  require.  This  arrangement  was 
apparently  intended  to  save  the  Crown  the  expense  of  razing  the  buildings  which  in 
the  opinion  of  the  Department  of  Public  Works  added  no  value  to  the  land  because  of 
age,  condition  and  type. 

The  transaction  is  noted  because:  (a)  it  would  seem  that  the  property  was  not 
truly  surplus  to  federal  needs;  and  (6)  without  regard  to  this  aspect,  due  to  the  terms  of 
the  lease,  it  may  in  effect  be  considered  as  an  exception  to  the  general  policy  stated  in 
1964  that  "property  surplus  to  federal  needs  be  disposed  of  on  the  basis  of  current  market 
vplue,  the  municipality  directly  concerned  having  been  consulted  beforehand  to  deter- 
mine whether  it  wished  a  first  opportunity  to  acquire  the  property  on  this  basis". 

120.  Incorporation  of  company  by  officers  of  the  Crown.  Traditionally  the  creation 
of  a  Crown  corporation  is  by  special  Act  of  Parliament  or  under  authority  of  a  general 
Act  of  Parliament.  For  example,  an  amendment  to  the  Department  of  Munitions  and 
Supply  Act  in  1940  provided  that  the  Minister  might  procure  the  incorporation  of 
companies  under  the  Companies  Act  and  delegate  powers  and  duties  to  them.  This 
authority  is  to  be  found  today  in  section  7  of  the  Defence  Production  Act,  R.S.,  c.  62, 
which  provides  in  part  as  follows: 

7.   (1)  The  Minister  [of  Defence  Production]  may,  if  he  considers  that  the  carrying 
out  of  the  purposes  or  provisions  of  this  Act  is  likely  to  be  facilitated  thereby,  with  the 
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approval  of  the  Governor  in  Council  procure  the  incorporation  of  any  one  or  more  corpora- 
tions for  the  purpose  of  undertaking  or  carrying  out  any  acts  or  things  that  the  Minister 
is  authorized  to  undertake  or  carry  out  under  this  Act. 

(2)  For  the  purposes  of  this  section,  upon  the  request  of  the  Minister,  the  Secretary 
of  State  of  Canada  may,  by  letters  patent  under  his  seal  of  office,  grant  a  charter  under 
Part  I  of  the  Companies  Act  constituting  such  persons  as  are  named  by  the  Minister  and 
any  others  who  may  thereafter  be  appointed  by  the  Minister  in  their  stead  or  in  addition 
thereto  a  corporation  for  any  purpose  mentioned  in  subsection  (1). 

In  the  absence  of  a  special  Act,  Parliament  may  not  be  aware  of  the  creation  of 
a  Crown  corporation  unless  particulars  are  provided  by  the  Government  or  some  item 
in  respect  of  the  corporation  appears  in  the  Estimates.  It  should  be  noted  that  particulars 
concerning  the  creation  and  operations  of  all  Crown  corporations  incorporated  to  date 
under  the  Defence  Production  Act  and  certain  other  Acts  have  been  placed  before 
Parliament. 

An  exception  to  this  traditional  procedure  occurred  in  the  case  of  a  company 
incorporated  by  officers  of  the  Crown  on  March  7,  1956.  On  that  date  a  charter  was 
granted  to  the  then  Deputy  Minister,  Chief  Architect  and  Secretary  of  the  Department 
of  Public  Works  constituting  them  a  body  corporate  under  the  name  of  the  Public 
Works  Lands  Company  Limited  under  Part  I  of  the  Canada  Corporations  Act,  R.S.,  c.  53. 

The  Company  was  incorporated  for  the  purpose  of  acquiring  a  leasehold  or 
equivalent  interest  in  a  property  in  London,  England,  title  to  which  was  vested  in  Her 
Majesty  the  Queen  in  right  of  the  United  Kingdom.  This  acquisition,  however,  did 
not  take  place  and  consequently  the  Company  was  inactive  until  December  1,  1965 
when  the  Governor  in  Council  authorized  transfer  from  the  Canadian  High  Com- 
missioner, for  a  nominal  consideration,  of  two  leases  known  as  the  "Canada  House  lease" 
and  the  "College  lease"  and  the  unexpired  residue  of  the  terms  created  thereby  to  the 
Public  Works  Lands  Company  Limited.  The  transfer  provides  for  the  Bank  of  Montreal, 
a  chartered  bank  having  assets  in  Britain,  to  guarantee  to  the  United  Kingdom 
authorities  payment  of  the  rent  and  performance  of  the  tenants'  covenants.  These 
leases  were  transferred  to  obviate  the  necessity  of  transferring  them  each  time  there 
was  a  change  in  the  appointment  of  the  Canadian  High  Commissioner. 

The  letters  patent  issued  by  the  Assistant  Under-Secretary  of  State  for  Canada 
provide  for  a  capital  stock  of  $3  divided  into  three  shares  of  the  par  value  of  $1  each 
which  shall  not  be  transferred  to  any  person  other  than  a  person  approved  by  the 
Minister  of  Public  Works  of  Canada.  The  purposes  and  objects  of  the  Company  are 
stated  in  the  letters  patent  to  be  to  acquire,  purchase,  lease,  hold,  improve,  manage, 
exchange,  sell,  turn  to  account  or  otherwise  deal  in  or  dispose  of  real  or  personal  property 
or  any  interest  therein.  The  head  office  of  the  Company  is  to  be  situated  in  Ottawa  and 
the  operations  of  the  Company  may  be  carried  on  throughout  Canada  and  elsewhere. 
Provision  is  made  that  the  directors  of  the  Company,  when  authorized  by  by-law, 
may  from  time  to  time  borrow  money,  limit  or  increase  the  amount  to  be  borrowed, 
issue  debentures  or  other  securities,  pledge  or  sell  such  debentures  or  securities,  and 
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mortgage,  hypothecate,  charge  or  pledge  any  or  all  of  the  real  and  personal  property, 
undertaking  and  rights  of  the  Company  to  secure  any  such  debentures  or  other 
securities. 

The  Company  has  no  books  of  account,  has  entered  into  no  financial  transactions 
and  consequently  has  produced  no  financial  statements.  Such  incidental  expenses  as 
occurred  were  borne  by  an  appropriation  of  the  Department  of  Public  Works. 

This  matter  is  brought  to  attention  because  it  seems  desirable  that  steps  be  taken 
to  ensure  parliamentary  control  over  the  purposes  for  which  any  Crown  corporation 
is  established  and  over  its  form  of  organization  and  management. 

121.  Protracted  negotiations  for  leasing  Crown-owned  building,  Saint  John,  N.B. 
In  1950  the  construction  of  a  building  for  customs  and  immigration  purposes  at  Saint 
John  was  completed  at  a  cost  of  approximately  $1,500,000.  By  1962  passenger  traf- 
fic at  Saint  John  had  diminished  to  the  point  where  it  had  practically  ceased  and 
about  95%  of  the  building's  space  was  surplus  to  needs.  Even  with  limited  occupancy, 
however,  annual  direct  costs  of  about  $110,000  were  being  incurred,  including  service 
costs,  a  municipal  grant  in  lieu  of  taxes,  and  rent  for  the  site  which  is  owned  by  the 
National  Harbours  Board. 

Following  inquiries  by  the  Canadian  Pacific  Railway  Company  as  to  the  intended 
disposition  of  the  building,  the  Department  of  Public  Works  early  in  1963  commenced 
negotiations  with  the  Company  for  the  lease  of  the  building.  The  National  Harbours 
Board  was  interested  in  this  development  because  the  Board  felt  that  no  arrangement 
should  be  concluded  with  parties  whose  business  operations  might  cause  congestion  of 
access  roads  leading  to  harbour  facilities,  and  under  a  1958  agreement  the  building 
could  not  be  used  for  other  than  its  originally  intended  purpose  without  the  consent  of 
the  Board. 

The  National  Harbours  Board  had  expressed  agreement  in  1963  to  the  Department 
negotiating  with  the  Company  but  before  the  parties  had  reached  agreement  the  Board 
in  January  1964  suggested  that  the  building  be  transferred  to  it  under  a  provision  of 
the  National  Harbours  Board  Act,  R.S.,  c.187,  and  that  the  Board  continue  negotiations 
with  the  Company.  The  Department  agreed  to  the  proposal,  which  would  have  relieved 
it  of  operating  costs,  and  suggested  that  the  transfer  be  made  with  effect  from  April  1, 
1964.  This  step  was  not  taken,  however,  because  the  Board  was  unwilling  to  assume 
responsibility  for  the  building  until  it  had  arranged  to  lease  it. 

By  September  1964,  having  received  no  indication  from  the  Board  as  to  its  intentions 
with  regard  to  the  building,  and  with  permanent  need  reduced  to  little  more  than  1% 
of  capacity,  the  Department  decided  in  the  interests  of  economy  to  close  it.  This 
eliminated  the  service  costs  of  approximately  $47,000  per  annum  but  not  the  annual 
municipal  grant,  in  excess  of  $53,000  in  1965,  and  the  site  rental  of  $4,590  per  annum 
payable  to  the  Board. 
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Early  in  1966 — three  years  after  negotiations  had  first  commenced — when  the 
National  Harbours  Board  had  still  not  reached  agreement  with  the  Canadian  Pacific 
Railway  Company  on  the  terms  of  a  lease,  the  Department  obtained  Executive  authority 
to  rent  the  building  to  the  Company  for  a  ten-year  term,  with  renewal  options,  at  an 
annual  rental  of  $1.  The  Company  assumed  full  management  of  the  building  and  is 
responsible  for  costs  with  regard  to  its  maintenance  and  operation,  including  taxes  and 
rates,  and  the  ground  rent.  In  return  the  Crown  is  permitted  to  occupy  without  charge 
such  areas  as  will  be  required  from  time  to  time  or  permanently  for  various  federal 
services. 

122.  Eating  facilities  for  Crown  employees  in  public  buildings.  In  1957  the  Treasury 
Board  recorded  its  approval  of  a  statement  of  policy  respecting  the  installation  of  eating 
facilities  for  civil  servants  in  public  buildings.  In  respect  of  cafeteria  installations,  the 
statement  provided  that: 

In  general  cafeterias  will  be  installed  in  public  buildings  only  when  (a)  the  civil  service 
population  is  large  enough  to  ensure  that  the  operation  can  be  conducted  without  any  loss 
of  public  funds;  (b)  there  are  inadequate  or  inappropriate  commercial  eating  facilities  in 
the  vicinity  of  the  public  building  or  operations  are  conducted  at  times  when  the  adjacent 
commercial  eating  facilities  are  not  available;  and  (c)  the  Treasury  Board  approves  the 
installation. 

The  Department  of  Public  Works  administers  all  eating  facilities  in  buildings 
coming  under  its  jurisdiction.  Cafeteria  facilities  are  operated  by  the  Canadian  National 
Institute  for  the  Blind  or  recognized  employee  associations.  The  C.N. LB.  does  its  own 
catering  while  the  employee  associations  must  call  public  tenders  for  a  caterer  or  a  con- 
cessionaire to  provide  the  food  service.  The  associations  then  realize  a  percentage  from 
the  caterers'  gross  sales.  In  a  few  instances,  in  locations  where  staff  associations  were  oper- 
ating eating  facilities  prior  to  the  introduction  of  the  present  policy,  they  are  permitted 
to  have  their  own  catering  staffs. 

Although  policy  is  that  cafeteria  operations  be  conducted  without  loss  of  public 
funds,  they  are  in  fact  subsidized  on  a  substantial  scale  because  no  charge  is  made  by 
the  Department  for  space,  fixed  kitchen  and  serving  counter  equipment,  tables,  chairs, 
light,  heat,  power,  water,  etc.  The  extent  to  which  cafeteria  operations,  as  well  as 
numerous  canteens,  lunch  rooms  and  snack  bars,  are  subsidized  cannot  be  determined 
until  the  Department  completes  steps  to  segregate  operating  costs  by  buildings,  and  in 
this  process  isolates  the  cost  of  refreshment  facilities. 

In  addition  to  the  facilities  administered  by  the  Department  of  Public  Works,  four 
canteens  are  operated  in  the  Department  of  National  Defence  headquarters'  buildings 
in  Ottawa.  Two  are  operated  by  the  Canadian  National  Institute  for  the  Blind,  one  by 
a  Royal  Canadian  Air  Force  non-public  fund  organization,  and  one  by  a  caterer  under  a 
long-standing  arrangement  approved  by  the  Minister.  Under  agreements,  the  Canadian 
National  Institute  for  the  Blind  pays  2%  of  gross  sales  and  the  other  two  canteens  3% 
of  gross  sales  to  the  National  Defence  Headquarters  Canteen  Committee.  The  Committee 
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in  turn  distributes  the  funds  to  the  various  services  and  civilian  employee  associations. 
The  prices  of  items  sold  in  each  canteen  are  periodically  adjusted  to  keep  the  percentage 
of  gross  profit  in  line  with  that  earned  in  the  year  1960.  As  in  the  case  of  the  facilities 
provided  by  the  Department  of  Public  Works,  these  operations  are  subsidized  to  the 
extent  that  the  Department  provides  at  no  charge,  space,  light,  heat,  power,  water,  etc. 

As  the  Royal  Commission  on  Government  Organization  pointed  out  in  commenting 
on  food  services,  it  is  common  practice  for  industry  and  commerce  to  provide  meals  to 
employees  at  less  than  cost,  but  such  subsidies  are  carefully  costed  for  purposes  of 
management  control.  It  is  obvious  that  until  the  Department  of  Public  Works  and  the 
Department  of  National  Defence  are  in  a  position  to  ascertain  on  a  continuing  basis 
the  actual  cost  of  providing  cafeteria  and  similar  facilities  for  government  employees, 
management  control  of  a  desirable  standard  will  be  lacking. 

123.  Interest  paid  on  contractor's  claim,  Hamilton,  Ont.  In  1959  the  Department  of 
Public  Works  awarded  a  contract  for  the  construction  of  the  superstructure  of  the 
Burlington  Canal  lift  bridge.  Earlier  a  contract  had  been  placed  for  the  construction  of 
the  two  piers  forming  the  foundations  upon  which  the  superstructure  was  to  be  erected, 
and  these  were  scheduled  to  be  available  by  August  1,  1959.  However,  the  first  pier  was 
not  available  until  March  1,  1960  and  the  second  until  June  1,  1960.  A  result  was  that 
the  completion  of  the  superstructure,  originally  planned  for  March  31,  1961,  was  delayed 
for  over  a  year. 

In  October  1962  the  contractor  submitted  a  claim  of  $157,435  for  his  additional 
costs  attributed  mainly  to  this  delay.  The  claim  included  $49,029  representing  financing 
charges  paid  on  the  net  funds  expended. 

In  May  1963  the  Department  proposed  settlement  in  an  amount  of  $15,469 
representing  the  only  items  in  the  contractor's  claim  which  were  acceptable  to  the 
Department,  plus  a  10%  allowance.  This  was  in  accordance  with  the  standard  method 
of  determining  such  compensation,  as  prescribed  in  the  costing  formula  used  by  the 
Crown  which  specifically  excludes  finance  charges  from  the  cost  elements  to  be  allowed 
and  provides  that  such  charges  are  to  be  covered  by  the  10%  allowance. 

The  contractor  refused  to  accept  this  settlement  and  proceeded  to  take  his  case 
directly  to  the  Department  of  Finance  and  the  Department  of  Justice.  This  culminated 
two  years  later  in  his  furnishing  the  Department  of  Justice  in  September  1965  with  a 
schedule  summarizing  the  financing  charges  or  interest  he  had  paid  out  on  the  net  funds 
expended  on  the  contract,  reduced  from  $49,029  to  $42,537.  The  Department  of  Justice 
advised  the  Department  of  Public  Works  that  since  in  their  view  damages  for  breach 
of  contract  could  be  established  in  at  least  the  amount  claimed,  they  recommended 
settlement. 

Although  the  contractor  stated  that  the  figures  could  be  verified  by  an  audit,  this 
step  was  not  taken  by  the  Department.  The  total  claim  was  finally  paid  on  November 
19,  1965  in  the  amount  of  $58,006. 
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124.  Additio7ial  costs  due  to  cancellation  of  work  and  construction  delays,  Frobisher 
Bay,  N.W.T.  In  1962  the  Department  of  Public  Works  awarded  a  contract  at  a  price  of 
$3,711,000  for  the  construction  of  various  buildings  and  services  at  Frobisher  Bay 
primarily  for  the  Departments  of  National  Health  and  Welfare  and  of  Northern  Affairs 
and  National  Resources.  The  main  elements  of  the  contract,  first  phase  of  a  two-stage  de- 
velopment, were  a  hospital,  a  water  treatment  plant,  a  utilidor  and  piping  system,  ware- 
housing, roads  and  parking  areas,  etc.  Provision  was  also  made  for  site  clearing  and  stock- 
piling of  crushed  rock  for  the  second  phase  of  the  development. 

In  1963  the  Strategic  Air  Command  of  the  United  States  Government  ceased  activi- 
ties at  Frobisher  Bay  and  its  facilities  there  became  available  for  use  by  the  Government  of 
Canada.  These  included  a  number  of  buildings,  the  largest  of  which  was  the  "composite" 
building  with  over  165,000  square  feet  of  space,  a  power  house,  a  sewage  pipe  line,  etc. 
As  a  consequence,  planning  for  phase  two  and  related  work  under  the  phase  one  contract 
were  first  suspended,  then  terminated. 

The  contractor  had  included  in  his  tender  an  amount  of  $627,000  for  the  work  re- 
lated to  phase  two,  which  was  estimated  to  involve  the  excavation  of  160,000  cubic  yards 
of  rock  and  18,000  cubic  yards  of  earth,  and  the  stockpiling  of  46,000  cubic  yards  of 
crushed  rock.  At  the  time  that  he  was  requested  to  suspend  work  on  this  element  of  his 
undertaking,  117,450  cubic  yards  of  rock  and  20,800  cubic  yards  of  earth  had  been  exca- 
vated and  1,651  cubic  yards  of  crushed  rock  stockpiled.  A  credit  of  $78,472  was  negotiated 
for  the  work  not  proceeded  with,  the  amount  being  limited  because  it  was  recognized  that 
at  this  point  the  contractor  had  absorbed  a  major  portion  of  the  cost.  Camps  had  been  set 
up  and  the  required  men,  equipment  and  materials  assembled  at  the  site.  Due  to  high 
shipping  costs,  much  of  the  unused  material  was  abandoned. 

The  final  cost  of  the  contract  awarded  at  a  price  of  $3,711,000  in  1962  was  $3,995,000, 
including  extras,  the  credit  of  $78,472  referred  to  above  with  respect  to  uncompleted 
work,  and  a  claim  for  extra  costs  settled  in  the  amount  of  $221,252.  Of  this  latter  amount, 
$114,747  related  to  a  work  stoppage  while  the  effect  of  the  withdrawal  of  the  United 
States  forces  was  weighed  and  plans  revised.  The  balance  of  the  claim,  $106,505,  was 
attributed  to  delays  in  connection  with  the  relocation  of  the  utilidor  and  provision  of  hot 
water  for  starting  up  and  testing  the  water  treatment  plant,  and  to  increased  overhead 
expenses  resulting  from  the  overall  delay  in  completion. 

125.  Additional  cost  due  to  delay  in  acceptance  of  tender,  Charlottetown,  P.E.I. 
The  Department  of  Public  Works  advertised  for  tenders  for  the  construction  of  an  office 
and  stores  building  and  a  heating  plant  for  the  Department  of  Transport  at  Charlotte- 
town. 

The  final  date  set  for  the  receipt  of  tenders  was  September  15,  1965  and  the  lowest 
tender  received  was  for  $604,782  which  was  substantially  higher  than  the  Department 
of  Public  Works  had  expected. 
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As  a  consequence,  considerable  time  was  consumed  in  verifying  that  the  price  would 
be  acceptable  to  all  concerned,  including  the  Treasury  Board  whose  approval  of  a  con- 
tract for  $604,782  was  not  obtained  until  November  15,  1965 — one  day  beyond  the  sixty- 
day  period  during  which  a  tenderer  is  bound  to  enter  into  a  contract  if  his  offer  is  ac- 
cepted. The  tenderer  was  then  asked  on  the  following  day  if  he  would  be  prepared  to 
enter  into  the  contract  at  the  price  of  $604,782  if  it  was  awarded  without  further  delay 
but  he  replied  that  it  would  be  necessary  to  increase  his  price  by  $39,182,  bringing  the 
total  cost  to  $643,964.  He  explained  to  the  Department  that  the  increase  was  largely 
due  to  the  increased  cost  of  labour  caused  by  the  implementation  of  the  Canada  Pension 
Plan,  additional  winter  heating  and  protection  and  risk  of  delay  due  to  inclement  weather, 
together  with  extra  cost  involved  in  foundation  works  and  piling  to  be  carried  out  in  mid- 
winter and  also  increases  in  the  prices  of  certain  sub-contractors. 

The  Department  of  Transport  stated  that  the  accommodation  was  urgently  required 
and  that  it  appeared  improbable  that  any  price  reduction  would  result  from  another 
tender  call  in  1966  so  the  Treasury  Board  approval  of  the  contract  in  the  amount  of 
$643,964  was  sought  and  obtained  on  December  22,  1965. 

Failure  to  accept  the  original  tender  within  the  sixty-day  period  therefore  resulted 
in  an  additional  and  non-productive  cost  of  $39,182. 

126.  Test  borings  which  proved  to  be  inadequate.  Before  calling  tenders  for  projects 
involving  the  removal  of  either  soil  or  rock  on  land  or  below  water  it  is  the  practice  of 
the  Department  of  Public  Works  to  make  test  borings  of  the  area  and  then  to  indicate 
to  prospective  tenderers  the  nature  of  the  terrain  involved.  The  Department  maintains  a 
test-boring  unit  consisting  of  about  30  employees  which  undertakes  approximately  one- 
third  of  the  annual  test-boring  workload.  The  remaining  two-thirds  of  the  work  is  per- 
formed under  contract  by  specialists  in  the  field. 

Sometimes  it  later  becomes  apparent  that  the  test  borings  did  not  give  a  true 
picture  of  the  sub-soil  conditions  and  for  that  reason  the  Department  has  incurred 
substantially  larger  expenditures  than  had  been  anticipated.  These  expenditures  include 
the  additional  costs  which  have  to  be  incurred  in  order  to  meet  the  actual  conditions  as 
well  as  non-productive  costs  which  are  sometimes  incurred,  principally  because  jobs  are 
delayed  while  plans  are  revised. 

When  discussing  before  the  Public  Accounts  Committee  the  consequences  of  borings 
which  prove  to  be  inadequate,  departmental  officials  were  emphatic  that  the  incidence  of 
such  cases  was  very  small  in  relation  to  the  total  number  of  jobs  undertaken,  and  that 
to  increase  the  number  of  borings  made  in  each  case  would  result  in  considerably  greater 
expense  than  is  now  being  incurred  as  a  consequence  of  borings  proving  to  have  been 
inadequate. 

We  have  been  informed  by  the  Department  that  it  has  not  kept  statistics  of  the 
number  of  instances  in  which  borings  have  been  inadequate  in  relation  to  the  total 
number  of  jobs  undertaken  by  the  Department.  Lacking  this  information,  we  are  unable 
to  make  an  assessment  of  the  situation  in  numerical  and  financial  terms. 
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In  the  course  of  the  audit  the  following  cases  were  noted  where  test  borings  which 
proved  to  be  inadequate  resulted  in  costs  exceeding  estimates  by  substantial  amounts 
and/or  non-productive  expenditures  during  the  year: 

1.  Willow  Cove,  N.S. — In  1963  the  Department  gave  consideration  to  harbour  improvements, 
including  the  dredging  of  an  entrance  channel  and  mooring  area,  at  Willow  Cove. 

Test  borings  in  a  pattern  generally  followed  in  the  area  were  made  by  the  Department 
in  order  to  estimate  the  nature  and  quantities  of  materials  to  be  removed  by  dredging. 
On  the  basis  of  these  test  borings,  the  Treasury  Board  in  June  1964  authorized  the  award  of  a 
contract  in  an  estimated  amount  of  $133,360,  the  unit  prices  of  the  successful  tenderer  being 
$20  per  cubic  yard  for  the  "Class  A"  boulders  and  $1.68  per  cubic  yard  for  the  balance. 

Because  the  test  borings  were  totally  inadequate  to  accurately  reflect  the  nature  of  the 
material  to  be  removed,  the  boulder  content  was  greatly  underestimated.  In  order  to  complete 
the  job,  it  became  necessary  to  seek  Treasury  Board  authority  to  increase  the  amount  of 
the  dredging  contract  three  times  in  1965:  in  March  by  $197,908,  in  May  by  $93,995  and 
in  November  by  $66,101.  The  final  cost  was  $490,900  rather  than  $133,360. 

The  point  of  concern  here  is  that  the  Treasury  Board,  acting  on  incorrect  information, 
approved  a  project  which  it  might  not  have  been  prepared  to  approve  had  the  real  cost 
been  known  to  it. 

When  it  became  evident  to  the  Department  that  the  contract  estimate  of  "Class  A" 
material  would  be  exceeded,  steps  were  taken,  in  accordance  with  the  contract,  to  negotiate 
a  new  unit  price.  Generally  this  results  in  a  lower  rate.  In  this  instance,  however,  due  to  a 
very  slow  production  because  of  the  mass  of  boulders  mixed  with  the  other  material,  the 
contractor  offered  to  proceed  at  a  price  of  $50  per  cubic  yard.  Suspending  the  contract  at 
this  point,  pending  negotiations,  was  considered  but  it  was  apparent  that  if  the  contract 
was  delayed  there  would  be  heavy  charges  because  the  dredging  equipment  on  the  site  had 
a  high  potential  earning  power.  Termination  of  the  work  was  also  contemplated  but  it  was 
felt  that  if  this  step  were  taken  and  new  tenders  were  called,  the  result  might  be  even  more 
costly.  In  view  of  these  factors  and  the  private  investment  being  made  in  facilities  which 
the  harbour  improvements  would  service,  it  was  considered  advisable  to  have  the  contractor 
continue  his  operations  and  in  the  interim  endeavour  to  reach  a  fair  price.  Through  further 
negotiations  a  rate  of  $34.91  per  cubic  yard  was  agreed  upon  as  being  reasonable  for  the 
"Class  A"  boulders  in  excess  of  the  contract  estimate. 

2.  St.  John's,  Nfld. — In  1961  the  Department  entered  into  a  contract  for  harbour  improvements 
(North  Shore)  at  St.  John's.  Part  of  the  project  involved  the  dredging  of  an  area 
in  which  test  borings  gave  no  indication  of  the  presence  of  rock.  It  later  became  apparent, 
however,  that  at  one  location  within  the  limits  of  the  work,  rock  strata  lay  above  the 
designed  dredging  depth.  The  removal  of  this  outcrop  upset  the  scheduling  of  some  of  the 
contractor's  other  operations  and  he  submitted  a  claim  for  additional  compensation,  contend- 
ing that  certain  equipment  could  have  been  released  from  the  site  considerably  earlier  for 
use  elsewhere  if  the  unforeseen  conditions  had  not  been  encountered.  During  the  year  he 
was  paid  $65,291,  comprising  $63,120  for  equipment  rental  costs  involved  in  a  three-month 
extension  period  and  an  allowance  of  $2,171  for  overhead. 

3.  Victoria,  B.C. — In  1963  the  Department  awarded  a  contract  for  the  construction  of  a  forest 
research  laboratory  for  the  Department  of  Forestry  at  Victoria  at  a  fixed  price  of  $2,399,000. 
The  cost  of  the  building  completed  during  the  year,  including  extras,  was  $2,622,000. 

Test  borings  were  made  at  the  site  by  a  private  firm.  This  firm  had  been  requested 
by  the  Department  to  drill  12  holes  at  locations  shown  on  a  departmental  plan  but  during 
excavation  by  the  contractor  it  was  found  that  the  bore  holes,  due  to  their  spacing  of  up 
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to  100  feet  apart,  had  not  truly  indicated  the  rapid  changes  in  rock  elevations.  Further 
drilling  in  a  particular  area  showed  actual  rock  elevation  to  be  10  feet  below  that  earlier 
indicated.  As  a  result  it  was  necessary  to  redesign  the  foundations. 

During  the  year  the  contractor  was  paid  an  amount  of  $23,913  to  compensate  him 
for  costs  incurred  when  a  delay  of  two  months  resulted  because  of  the  substantial  difference 
between  site  conditions  as  specified  and  as  actually  encountered.  The  firm  which  had  made 
the  sub-soil  tests  admitted  to  some  ambiguity  in  their  report  but  stated  that  this  was  due 
to  their  being  unaware  that  the  building  was  to  rest  directly  on  bed-rock;  had  they  been 
aware  of  this  they  would  have  recommended  a  more  detailed  rock  profile. 

4.  Riviere  du  Loup,  Que.— In  July  1963  the  Department  awarded  a  contract  at  a  price  of 
$677,000,  based  in  part  on  fixed  unit  rates  for  estimated  quantities,  for  a  new  wharf  with 
services  and  accessories  at  Riviere  du  Loup.  The  project  was  completed  in  1965  at  a  cost 
of  $859,000,  the  increase  of  $182,000  being  due  primarily  to  changes  in  the  scope  of  the 
work  caused  by  bed-rock  elevations  and  overlying  material  not  being  as  indicated  by  test 
borings. 

As  this  necessitated  a  major  change  in  the  plans  the  contractor  was  asked  to  suspend 
his  work  in  November  1963,  and  he  agreed  to  make  no  claim  in  that  regard  provided  he 
were  permitted  to  resume  his  operations  by  April  1,  1964.  As  he  was  not  instructed  to 
resume  operations  until  April  28th,  he  submitted  a  claim  for  standby  rental  of  equipment, 
wages  and  insurance  for  April  1964.  This  was  settled  in  the  amount  of  $14,098  in  February 
1966. 

127.  Preliminary  costs  for  abandoned  wharf  project,  St.  George's,  Nfld.  In  1963  the 
Provincial  Government  and  a  Newfoundland  paper  company  asked  the  Department  of 
Public  Works  to  give  consideration  to  the  construction  of  a  wharf  at  St.  George's  to 
facilitate  the  export  of  pulpwood.  The  company  stated  that  it  expected  to  export  a 
considerable  quantity  of  wood  over  a  period  of  years  and  there  was  a  possibility  that 
others  would  use  the  wharf  for  the  same  purpose. 

As  it  seemed  likely  that  a  wharf  would  be  used  extensively  and  produce  a  good 
return  through  wharfage  tolls,  the  Department  incurred  expenses  for  surveys,  soundings 
and  soil  investigation  during  1964  and  engaged  a  firm  of  consultants  to  prepare  plans  and 
specifications  for  the  project  which  it  was  estimated  would  involve  an  expenditure  of 
about  $650,000. 

However,  before  any  construction  had  been  undertaken,  the  company  informed  the 
Department  in  February  1965  that  the  situation  had  changed  completely  as  a  result  of 
a  recent  announcement  by  the  Provincial  Government  concerning  the  establishment  of  a 
mill  for  the  processing  of  pulpwood  by  another  company.  They  advised  the  Department 
that  this  would  result  in  a  drastic  curtailment  or  entire  elimination  of  the  exports  they 
had  forecast,  hence  the  wharf  would  not  be  required. 

Direct  costs  of  $20,177  for  preliminary  expenses  had  been  incurred  by  the  Depart- 
ment in  connection  with  the  project  before  it  was  abandoned. 

When  building  facilities  to  provide  a  service  to  be  used  chiefly  for  transporting  a 
particular  commodity,  it  is  customary  for  the  railways  of  Canada  to  require  the  guarantee 
of  a  certain  minimum  traffic  before  proceeding  with  the  additional  investment  required. 
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Had  the  Department  protected  the  Crown  with  such  a  guarantee  prior  to  embarking  on 
the  $650,000  expenditure  program,  the  loss  of  $20,177  to  the  Crown  could  probably  have 
been  avoided. 

128.  Costs  of  leased  special-purpose  accommodation  assumed  by  Department  of 
Public  Works.  In  1957  the  Treasury  Board,  recognizing  that  there  had  been  some  incon- 
sistency of  practice  as  to  which  department  should  pay  building  construction  costs,  laid 
down  certain  general  rules  to  be  followed.  The  Board  felt  that  generalized  office  space, 
including  post  offices,  federal  buildings  and  other  office  accommodation  which,  while 
immediately  required  for  a  specific  department,  might  during  its  life  be  used  by  other 
departments  of  the  Government,  should  be  provided  for  in  the  estimates  of  the  Depart- 
ment of  Public  Works.  On  the  other  hand,  excepting  in  the  Ottawa  area,  it  was  felt  that 
provision  for  specialized  accommodation  required  by  individual  departments  should  be 
made  in  the  estimates  of  the  user  department. 

While  this  policy  has  been  followed  with  respect  to  construction  costs,  an  anomalous 
situation  appears  to  exist  in  that  when  the  Department  of  Public  Works  leases  special- 
purpose  accommodation  for  another  department,  whether  in  the  Ottawa  area  or  elsewhere, 
there  is  no  assessment  against  the  department  concerned.  An  example  is  the  provision  of 
leased  accommodation  for  the  Queen's  Printer's  bookstores  in  Halifax,  Montreal,  Toronto, 
Winnipeg  and  Vancouver  at  a  total  annual  rental  of  over  $100,000  charged  to  Vote  5  of 
the  Department  of  Public  Works.  In  this  connection  it  was  the  view  of  the  Royal 
Commission  on  Government  Organization  that  the  bookstores  should  be  expected  to 
operate  on  a  sound  financial  basis  by  requiring  them  to  budget  and  pay  all  costs  out  of 
revenue. 

129.  Funds  not  accounted  for  by  former  officers.  In  our  1965  Report  (paragraph  124) 
we  noted  that  the  statement  of  losses  in  the  Public  Accounts  for  1963-64  had  included 
items  of  $912  and  $470  attributed  to  "misapplication  of,  or  omission  to  account  properly 
for,  public  funds".  These  losses  were  established  by  the  Royal  Canadian  Mounted  Police 
as  having  been  caused  by  the  failure  of  two  of  its  officers  to  properly  account  for  public 
moneys  in  their  charge.  It  was  stated  that  the  officers  involved  had  been  compulsorily 
retired  on  pension  "to  promote  efficiency",  the  pension  in  one  case  being  reduced,  under 
a  provision  of  the  Royal  Canadian  Mounted  Police  Pension  Continuation  Act,  to  relate 
to  the  period  of  satisfactory  service  prior  to  the  time  of  misconduct. 

It  was  further  pointed  out  that  when  the  R.C.M.P.  had  sought  to  collect  the  amounts 
of  the  two  losses  by  pension  deductions,  and  had  asked  the  Department  of  Justice  to 
consider  a  reference  to  the  Treasury  Board  in  order  that  the  losses  might  be  discharged 
in  this  manner,  the  Department  had  advised  that  the  material  assembled  by  the  Force 
did  not  establish  that  the  two  former  officers  "are  indebted  to  Her  Majesty  in  right  of 
Canada  within  the  meaning  of  section  95(1)  of  the  Financial  Administration  Act  and 
that,  in  any  event,  there  is  no  specific  sum  within  the  meaning  of  that  section". 
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Consequently,  although  the  Royal  Canadian  Mounted  Police  was  satisfied  that  the 
losses  had  occurred  and  in  the  circumstances  had  compulsorily  retired  the  offenders,  no 
recovery  will  be  effected  from  the  officers'  pensions. 

130.  Deficit  on  inspection  services.  The  Standards  Branch  of  the  Department  of 
Trade  and  Commerce  is  responsible  for  the  administration  of  the  Gas  Inspection  Act, 
R.S.,  c.129;  the  Electricity  Inspection  Act,  R.S.,  c.94;  and  the  Weights  and  Measures 
Act,  R.S.,  c.292.  As  authorized  by  these  statutes,  fees  are  charged  for  the  related  inspection 
services.  Two  of  the  statutes  specify  that  fees  are  to  be  regulated  so  as  to  meet  the  cost 
of  carrying  these  Acts  into  effect  and,  although  the  Weights  and  Measures  Act  does  not 
explicitly  require  revenues  from  fees  to  match  the  cost  of  the  inspection  services,  it  is 
our  view  that  they  should  do  so. 

In  our  1965  Report  (paragraph  126)  we  pointed  out  that  direct  costs  of  administra- 
tion of  these  statutes  had  exceeded  revenues  for  a  number  of  years  and  recommended  a 
complete  reassessment  of  the  rate  structure  in  order  to  recover,  to  the  extent  possible, 
the  total  cost  of  the  services.  There  has  been  no  reassessment  and,  for  the  year  ended 
March  31,  1966,  direct  costs  of  administration  exceeded  revenues  by  $735,000.  These  costs 
include  only  salaries  and  expenses  of  district  offices.  The  inclusion  of  the  costs  of  operating 
a  laboratory,  of  branch  administration  and  of  services  provided  by  other  departments 
would  increase  the  deficit  to  an  estimated  $1,710,000;  consequently,  a  reassessment  of 
the  rate  structure  is  overdue. 

131.  Purchase  of  uranium  concentrates  without  prior  approval  of  Parliament.  For 
the  past  three  years  the  Treasury  Board,  with  the  approval  of  the  Governor  in  Council, 
has  granted  authority  for  Eldorado  Mining  and  Refining  Limited  ,to  purchase  and 
stockpile  uranium  concentrates  for  the  Government  of  Canada.  Each  year  funds  for  the 
purchase  of  the  concentrates  were  provided  by  a  "Loans,  Investments  and  Advances" 
appropriation  of  the  Department  of  Trade  and  Commerce.  At  December  31,  1965  the 
Company  was  the  custodian  of  concentrates  costing  $33,012,000. 

On  August  18,  1965  the  Treasury  Board  instructed  Eldorado  Mining  and  Refining 
Limited  to  purchase  and  store  additional  uranium  concentrates  for  the  stockpiling 
program  but,  since  no  parliamentary  appropriation  existed  at  the  time  for  the  purpose, 
the  Company  was  further  instructed  to  use  its  own  funds.  The  Company  was  informed 
that  it  would  be  reimbursed,  with  interest,  following  approval  by  Parliament  of  an 
item  to  be  included  in  the  Supplementary  Estimates  1965-66.  The  item  was  included 
in  the  Supplementary  Estimates  Vote  L77d  and  $12,375,000  became  available  on 
February  8,  1966  when  Appropriation  Act  No.  1,  1966  was  assented  to.  Accordingly,  on 
February  15,  1966  the  Company  was  repaid  the  $9,520,000  which  it  had  expended. 
Interest  amounting  to  $96,000  was  later  paid. 

Section  30(1)  of  the  Financial  Administration  Act  provides  that  no  contract  pro- 
viding for  the  payment  of  any  money  by  the  Crown  shall  be  entered  into  or  have  any 
force  unless  the  Comptroller  of  the  Treasury  certifies  that  there  are  sufficient  funds 
available  out  of  a  parliamentary  appropriation  or  out  of  an  item  included  in  estimates 
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before  the  House  of  Commons.  By  instructing  Eldorado  Mining  and  Refining  Limited 
to  purchase  uranium  concentrates  with  its  own  funds,  the  Treasury  Board  circumvented 
this  section  of  the  Act.  It  should  also  be  noted  that  the  wording  of  Supplementary 
Estimates  Vote  L77d  did  not  clearly  indicate  to  Parliament  that  the  uranium  con- 
centrates for  which  the  approval  of  the  funds  was  being  sought  had,  in  fact,  been 
purchased  several  months  earlier. 

132.  Cost  of  salvaging  sunken  vessel.  In  our  1965  Report  (paragraph  129)  reference 
was  made  to  the  costs  incurred  by  the  Crown  in  connection  with  the  removal  of  an 
abandoned  wreck  containing  an  oil  cargo  which  was  considered  to  be  a  serious  threat  to 
water  fowl,  marine  life  and  coastal  property.  It  was  pointed  out  that  as  the  wreck  was 
not  a  menace  to  navigation  there  was  no  legislation  under  which  the  private  interests 
involved  could  be  held  responsible  for  its  removal  or  for  costs  if  removal  was  undertaken 
by  the  Crown. 

The  Public  Accounts  Committee,  in  its  Eighth  Report  1966  (see  Appendix  1, 
item  45)  recommended  that  the  Department  of  Transport  take  immediate  steps  to 
introduce  the  necessary  legislation  so  that  the  Crown  may  be  protected  from  such  costs 
in  future.  We  have  been  informed  that  the  Department  intends  to  include  such  a 
proposal  among  others  for  amendments  to  the  Canada  Shipping  Act,  R.S.,  c.29,  which 
are  now  being  prepared. 

133.  Continuing  federal  assistance  to  intra-provincial  ferry  service.  In  our 
1963  and  1965  Reports  attention  was  drawn  to  the  continuing  outlay  by  the  Department 
of  Public  Works  with  respect  to  ferry  landing  facilities  to  service  intra-provincial  ferries 
despite  the  general  policy  of  the  Department  and  the  Treasury  Board  to  regard  such 
facilities  as  a  provincial  responsibility. 

During  the  year  a  similar  case  involving  funds  of  the  Department  of  Transport  was 
noted  which  had  its  origin  in  1960.  In  that  year  the  Federal  Government  built  an 
auto  ferry  for  the  Portugal  Cove  -  Bell  Island  service  in  Newfoundland  at  a  cost  of 
$1,170,000.  The  vessel  was  chartered  to  the  company  holding  the  provincial  franchise 
for  the  operation  (see  paragraph  102  of  our  1962  Report). 

Soon  after  the  new  ferry  commenced  operations  it  became  apparent  that  the 
existing  terminals  were  inadequate  for  its  purposes  and  that  under  certain  conditions 
its  safety  was  endangered.  Although  the  Federal  Government  maintained  that  the  pro- 
vision and  upkeep  of  the  terminals  were  provincial  responsibilities,  the  Province  took 
the  stand  that,  as  the  Federal  Government  had  unilaterally  undertaken  to  provide  the 
service,  which  had  not  been  asked  for  by  the  Province,  there  was  no  obligation  on  the 
part  of  the  Province  to  provide  the  terminals  which  it  regards  as  part  of  the  service 
volunteered  by  the  Federal  Government. 

In  order  that  the  service  could  continue  without  hazard,  repairs  and  modifications 
of  the  terminals  were  made  during  the  period  1961  to  1963  at  a  cost  of  $165,816,  which 
was  charged  to  Department  of  Transport  appropriations.  In  November  1965  a  contract 
was  awarded  by  the  Department  of  Public  Works  on  behalf  of  the  Department  of 


86  AUDITOR  GENERAL'S  REPORT 

Transport  for  improvements  and  repairs  to  both  terminals  at  an  estimated  cost  of 
$287,835  of  which  $98,849  was  incurred  to  March  31,  1966.  The  expense  was  charged  to 
a  specific  item  for  "Bell  Island  -  Portugal  Cove,  Newfoundland,  ferry  service — repairs  and 
improvements  to  terminal  facilities  owned  by  Newfoundland",  included  in  the  Estimates 
Details  for  Department  of  Transport  Vote  20b. 

134.  Additional  cost  due  to  construction  delay,  Swift  Rapids  on  the  Severn  River, 
Ontario.  In  October  1963  the  Department  of  Transport  entered  into  a  contract  for  the 
heavy  construction  portion  of  a  new  navigation  lock  to  replace  an  outdated  marine 
railway  at  Swift  Rapids.  In  January  1964  a  contract  was  awarded  for  the  steel  require- 
ments of  the  project,  involving  the  design,  supply  and  installation  of  lock  gates,  valves, 
operating  machinery,  controls,  embedded  parts  and  miscellaneous  equipment. 

The  first  contract  called  for  operations  to  be  scheduled  to  permit  the  marine  railway 
to  be  operated  during  the  summer  of  1964  and  for  completion  of  the  work  by  June  30, 
1965.  The  contractor's  schedule  which  was  accepted  by  the  Department  indicated  that 
the  secondary  concrete  pours,  into  which  certain  parts  of  the  steel  work  were  required  to 
be  embedded,  were  to  be  made  between  May  and  November  30,  1964. 

In  December  1963,  on  learning  that  the  tender  call  for  the  steel  contract  made  no 
mention  of  his  accepted  construction  schedule,  the  general  contractor  had  requested  that 
conformity  to  his  schedule  be  made  a  condition  of  the  steel  contract.  In  spite  of  this  the 
contract  for  the  steel  portion  did  not  call  for  completion  until  May  1,  1965.  Subsequent 
negotiations  by  all  concerned  resulted  in  a  revised  schedule  which  indicated  completion 
of  the  secondary  concrete  pours  by  December  30,  1964. 

Due  to  a  strike  in  the  steel  industry,  the  steel  contractor  was  unable  to  meet  the 
revised  schedule  and  was  forced  to  repeatedly  postpone  delivery  dates  of  parts  to  be 
embedded  so  that  the  general  contractor  found  it  necessary  to  operate  his  concrete  plants 
and  nearly  all  his  equipment  from  December  30,  1964  to  June  30,  1965,  primarily  to 
accommodate  the  steel  contractor. 

The  general  contractor  contended  that  because  of  the  Department's  failure  to 
consider  his  already  accepted  schedule  at  the  time  of  the  award  of  the  steel  contract,  he 
was  entitled  to  claim,  under  a  contract  condition  providing  for  full  compensation  in  the 
event  of  extra  expense,  loss  or  damage  directly  attributable  to  neglect  on  the  part  of  the 
Crown.  The  Department  recognized  the  net  additional  cost  to  the  contractor  between 
January  and  June  1965  as  a  valid  claim  and  accordingly  paid  him  $200,824  in  settlement. 

A  recent  change  in  departmental  policy  is  to  let  one  contract  instead  of  two  for  work 
of  this  nature,  thereby  placing  the  responsibility  for  work  scheduling  with  the  prime 
contractor. 

135.  Additional  cost  arising  from  an  exchange  of  ship  construction  contracts.  In 
January  1965  the  Department  of  Transport  entered  into  a  contract  for  the  construction 
of  an  icebreaking,  rail  car,  automobile  and  passenger  ferry  for  service  in  the  Northumber- 
land Strait  at  a  price  of  $13,199,000. 
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The  Department  regarded  it  as  a  matter  of  paramount  importance  that  the  ship  be 
operational  by  the  late  summer  of  1967  if  facilities  were  to  keep  pace  with  the 
growth  in  traffic.  Consequently,  the  contract  called  for  delivery  of  the  vessel  in  June  1967. 
By  September  1965,  however,  the  company  had  not  commenced  construction  and  the 
Department  concluded  that  not  only  would  the  contractor  be  unable  to  meet  this  delivery 
date  due  to  the  volume  of  work  within  the  shipyard  and  design  deliberations  by  the 
Department,  but  that  it  was  unlikely  that  any  date  in  1967  could  be  met. 

Also  in  September  1965  the  Department  was  authorized  by  the  Treasury  Board  to 
enter  into  a  contract  with  another  company  for  the  construction  of  an  icebreaking,  buoy 
tending  and  supply  vessel  for  the  Gulf  of  St.  Lawrence  service  at  a  price  of  $10,231,000. 
This  price,  lower  than  the  company's  tender,  was  a  negotiated  one  based  on  the  tender 
of  the  same  company  which  had  been  awarded  the  contract  for  the  Northumberland  Strait 
ferry.  This  lower  tender  had  not  been  accepted  because  the  Department  felt  that  the 
facilities  of  the  company  involved  were  inadequate  to  construct  simultaneously  the  ferry, 
the  Gulf  service  vessel  and  an  Arctic  patrol  icebreaker,  for  which  it  also  had  the  contract. 

In  seeking  to  ensure  delivery  of  the  ferry  vessel  in  1967,  the  Department  approached 
the  two  companies  with  the  proposal  that  the  contracts  for  the  ferry  vessel  and  the 
Gulf  icebreaker  be  exchanged.  They  were  agreeable  and  the  ferry  vessel  is  to  be  com- 
pleted not  later  than  September  27,  1967.  However,  the  company  receiving  the  icebreaker 
contract  presented  a  case  for  an  additional  amount  due  to  the  fact  that  its  original  tender 
of  $10,231,000  had  not  provided  for  administrative  costs  since  it  was  intended  that 
the  ferry  contract  and  other  existing  contracts  would  absorb  the  company's  total 
administrative  costs.  The  surrender  of  the  ferry  contract  made  this  impossible.  The 
final  result  was  that  in  addition  to  receiving  the  contract  for  $10,231,000  the  contractor 
was  paid  $200,000  as  recompense  for  a  portion  of  the  administrative  overhead  which 
could  not  be  absorbed  because  of  the  transfer  of  the  ferry  contract. 

The  company  receiving  the  ferry  contract  at  $13,199,000  had  originally  bid  $171,000 
less  for  that  contract  but  had  failed  to  obtain  it  because  it  had  provided  in  its  bid 
for  escalation  on  materials  and  other  conditions  not  in  accordance  with  the  specification 
requirements. 

136.  Additional  costs  due  to  contract  cancellation,  Trois  Rivieres,  Que.  In  August 
1960  the  Department  of  Transport  entered  into  a  contract  with  the  lowest  tenderer, 
whose  bid  was  $461,983,  for  the  construction  of  a  runway,  a  parking  area,  a  connecting 
taxiway  and  an  access  road  at  the  Trois  Rivieres  airport. 

The  contract  was  completed  on  schedule  by  October  31,  1961  at  a  total  construction 
cost  of  $591,049  but  only  after  the  contract  had  been  taken  out  of  the  hands  of  the 
original  contractor  in  June  1961  and  given  to  the  second  lowest  tenderer  to  complete. 

Although  the  original  contractor  was  somewhat  ahead  of  schedule  in  December  1960 
when  work  was  suspended  for  the  winter  months,  a  number  of  contentious  points  had 
arisen  between  the  Department  and  the  contractor,  including  failure  to  agree  on 
measurements  of  excavation  and  drainage  material.  Following  a  quantity  survey  made 
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by  the  Department  to  resolve  the  measurement  dispute,  the  contractor  was  notified 
on  May  18,  1961  that  the  site  had  been  suitable  for  working  for  some  days  and  that 
he  should  resume  work.  When  he  did  not  do  so  before  June  1,  and  efforts  to  com- 
municate with  him  had  been  unsuccessful,  he  was  given  notice  in  accordance  with  the 
terms  of  his  contract  that  if  he  failed  to  put  an  end  to  default  and  delay  in  diligently 
executing  the  works  on  or  before  June  12,  it  would  be  taken  out  of  his  hands. 
Although  work  was  apparently  resumed  on  June  12,  the  contractor  was  informed  two 
days  later  that  his  contract  had  been  terminated  and  that  agreement  had  been  reached 
with  another  contractor  for  the  completion  of  the  work. 

The  Department  endeavoured  to  invoke  the  performance  bond  provided  by  the 
contractor  but  the  bonding  company  refused  to  accept  any  responsibility,  contending 
that  the  bond  became  invalid  when,  without  prior  reference  to  it,  the  contract  was 
cancelled  by  the  Department  and  the  completion  of  the  work  entrusted  to  another 
contractor. 

The  original  contractor  sued  for  work  completed  up  to  the  time  he  was  ordered 
off  the  site  and  for  damages  sustained  as  a  result  of  the  cancellation  of  the  contract. 
Counter-suit  was  brought  against  him  for  the  additional  costs  incurred  in  having  the 
contract  completed  by  another  contractor. 

In  November  1965  the  Exchequer  Court  of  Canada  ruled  in  favour  of  the  contractor 
in  respect  of  both  suit  and  counter-suit,  and  awarded  him  an  additional  $28,594  for 
work  performed  to  December  31,  1960  and  $4,500  in  damages.  The  Court  found,  inter  alia, 
that  (1)  the  notice  of  June  1,  1961  had  been  waived  by  subsequent  actions  of  depart- 
mental officials,  (2)  he  had  not  been  in  default,  and  (3)  the  notice  of  cancellation  of 
June  14,  1961  had  lacked  proper  authority. 

Consequently,  the  cost  of  the  undertaking,  which  on  the  basis  of  final  quantities 
would  have  been  $462,433  if  the  original  contractor  had  proceeded  with  the  job  to 
completion,  can  be  expected  to  be  in  excess  of  $625,000  after  payment  of  the  Court 
award  and  associated  costs. 

137.  Settlement  of  damage  claim,  Grande  Prairie,  Alta.  On  January  26,  1962  the 
airport  maintenance  staff  at  Grande  Prairie  were  engaged  in  snow  clearing  operations  on 
the  airport's  runways  and  aircraft  manoeuvring  areas.  This  was  made  known  to  intended 
users  of  the  airport.  An  aircraft  which  was  landing  struck  a  snow  ridge  close  to  the 
approach  end  of  the  runway.  The  impact  resulted  in  the  collapse  of  the  undercarriage 
causing  damage  for  which  $69,785  was  sought  as  compensation. 

The  owners  of  the  aircraft  maintained  that  the  presence  of  the  snow  ridge  and  the 
failure  to  remove  it  or  warn  the  pilot  of  its  presence  on  the  runway  he  had  selected  for 
the  landing  represented  negligence.  The  Department's  view  was  that  the  pilot  was 
negligent  in  that  he  did  not  exercise  necessary  precautions  and  good  judgment  while 
landing  his  aircraft  under  the  conditions  prevailing  at  the  time.  He  knew  that  snow  clear- 
ing operations  were  being  carried  out,  and  should  have  known  that  he  could  expect  an 
accumulation  of  snow  within  the  runway  approach  area.  It  was  also  felt  that  he  should 
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have  questioned  the  serviceability  of  the  threshold  area  when,  on  final  approach,  he 
noted  snow  fighting  equipment  within  its  immediate  vicinity,  and  that  he  should  have 
taken  the  same  preventive  measure,  landing  well  down  the  runway,  that  he  had  taken 
on  landing  On  another  runway  at  the  same  airport  earlier  in  the  day. 

In  March  1966  the  Department  of  Justice  informed  the  Department  of  Transport 
that  the  aircraft  owners  had  agreed  to  forego  court  action  and  give  the  Crown  a  full 
release  in  consideration  of  the  payment  of  $26,000,  the  terms  of  settlement  to  include 
an  agreement  that  there  would  be  no  admission  of  liability  on  the  part  of  the  Crown. 
The  Department  of  Justice  recommended  these  terms  of  settlement  as  being  most  favour- 
able to  the  Crown  on  the  basis  of  information  available.  Payment  was  made  with  Treasury 
Board  approval. 

138.  Cost  of  failure  of  vessel  to  complete  voyage.  The  Department  of  Transport 
entered  into  a  contract  in  1962  for  the  shipment  of  cargo  to  Pangnirtung,  Baffin  Island. 
The  ship  sailed  from  Montreal  on  August  24,  but  on  August  30,  when  off  the  coast 
of  Labrador,  experienced  major  engine  trouble  which  required  that  she  be  towed  to 
Sydney,  N.S.,  for  repairs. 

Late  in  September,  before  repairs  had  been  completed,  the  shipping  company  informed 
the  Department  that  it  was  unable  to  obtain  insurance  for  a  northern  trip  at  that  late 
date  and  suggested  that  the  Department  insure  the  vessel  for  the  trip  or  store  the  cargo 
at  the  Department's  expense  for  shipment  in  1963.  Since  it  was  imperative  that  the  goods 
be  delivered  currently  to  Pangnirtung,  the  company  was  informed  that  a  ship  of  the 
Department's  coast  guard  service  would  be  sent  to  pick  up  the  cargo. 

As  the  shipping  documents  called  for  prepayment  of  the  ocean  freight  charges  the 
company  refused  to  release  the  cargo  until  it  was  guaranteed  payment  of  the  freight. 
When  it  was  apparent  that  to  refuse  payment  would  result  in  litigation  which  would 
delay  matters  to  the  extent  that  a  considerable  portion  of  the  cargo  would  have  to  be 
airlifted  at  greatly  increased  expense,  Treasury  Board  approval  of  payment  of  freight 
in  the  amount  of  $23,076  was  sought.  This  was  given,  with  the  requirement  that  the 
Department  pursue,  subject  to  the  advice  of  the  Department  of  Justice,  the  question  of 
recovery  from  the  shipping  company  of  any  expenses  incurred  in  connection  with  the 
matter. 

As  the  disabled  ship  had  been  taken  in  tow  with  government  cargo  aboard,  the 
Crown  also  found  itself  liable  for  $12,726  as  its  share  of  the  salvage  award  in  accordance 
with  international  marine  law. 

As  directed  by  the  Treasury  Board,  the  Department  pursued  the  question  of  recovery 
of  expenses  with  the  Department  of  Justice  in  1962  and  again  in  1964  after  payment  of 
!  the  salvage  award.  In  July  1966  the  latter  Department  gave  its  opinion  that  as  the 
shipping  documents  did  not  specify  that  the  cargo  be  delivered  in  1962,  the  Department 
I  of  Transport  had  no  valid  claim  against  the  company.  As  recovery  will  not  be  made,  it 
is  now  evident  that  the  outlay  of  $35,802  with  respect  to  the  freight  charge  and  the 
salvage  award  represents  a  non-productive  cost. 
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139.  Cost  of  delay  in  construction  of  a  tie-up  wall,  Carillon  Lock,  Ottawa  River. 
In  1964  the  Department  of  Transport  entered  into  a  contract  for  the  construction  of  a 
tie-up  wall  at  Carillon  Lock  on  the  Ottawa  River.  The  specifications  provided  for  the 
placing  of  a  cofferdam  in  the  channel  downstream  from  the  work  area  and  the  de-watering 
of  the  area  between  the  cofferdam  and  the  breast  wall  of  the  lock  in  order  that  the  wall 
might  be  constructed  in  the  dry.  However,  the  specifications  did  not  disclose  the  existence 
of  a  system  of  rock  drains  in  the  breast  wall  which  discharged  water  into  the  work  area. 
This  was  discovered  by  the  contractor  when  he  obtained  from  the  Department  drawings 
of  the  breast  wall  structure  after  his  de-watering  efforts  had  been  unsuccessful.  He 
advised  the  Department  by  letter  in  May  1965  that  he  believed  the  departmental 
engineers  "had  a  duty  to  at  least  look  at  the  drawings  of  the  south  entrance  wall  before 
specifying  it  be  used  as  a  cofferdam  and  that  in  not  doing  so  they  were  negligent  within 
the  meaning  of  the  specifications". 

The  Department  did  not  dispute  this  and  the  contractor  was  paid  $7,358  to 
compensate  him  for  costs  attributed  to  the  delay  of  approximately  four  weeks  in  his 
work. 

140.  Awards  under  the  Pension  Act.  Our  Reports  in  prior  years  have  made  reference 
to  inconsistencies  and  ambiguities  in  the  Pension  Act,  R.S.,  c.207,  that  have  made  it 
difficult  to  determine  whether  awards  were  in  conformity  with  the  provisions  of  the  Act, 
particularly  those  granted  on  a  discretionary  and  compassionate  basis  and  to  persons  in 
a  dependent  condition.  The  Public  Accounts  Committee  in  its  Eighth  Report  1964  made 
recommendations  designed  to  overcome  these  shortcomings  (see  Appendix  1,  item  25), 
including:  (1)  that  the  "specially  meritorious"  circumstances  under  which  an  award  can 
be  made,  be  defined;  (2)  that  the  ambiguities  and  inconsistencies  in  the  Act  relating  to 
payment  of  multiple  pensions  on  the  death  of  a  member  of  the  forces  and  awards  to 
widowed  mothers  not  incapacitated  from  earning  a  livelihood  be  eliminated;  (3)  that  a 
new  section  be  added  to  the  Act  to  cover  deliberate  disposal  of  property  for  the  purpose 
of  qualifying  for  a  dependent  parent  award;  and  (4)  that  consideration  be  given  to  the 
legality  of  the  award  of  a  second  pension  to  a  dependent  parent  after  entitlement  had 
been  lost  in  respect  of  another  child. 

The  Minister  of  Veterans  Affairs  wrote  to  the  Chairman  of  the  Public  Accounts 
Committee  on  March  3,  1965  but  the  Committee  has  not  yet  considered  his  comments  on 
its  observations  and  recommendations. 
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The  1965  Report  made  reference  to  the  appointment  in  September  1965  of  a 
committee  of  three  persons  not  connected  with  the  Department  of  Veterans  Affairs  or 
the  Canadian  Pension  Commission  for  a  survey  of  the  organization  and  work  of  the 
Canadian  Pension  Commission  and  for  preparation  of  a  report  and  recommendations 
thereon  to  the  Minister  of  Veterans  Affairs.  Included  in  the  field  to  be  studied  is  the 
interpretation  of  such  sections  of  the  Pension  Act  as,  in  the  judgment  of  this  committee, 
should  be  considered.  The  report  of  the  committee  has  not  yet  been  received. 
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The  Pension  Act  has  not  been  amended  to  overcome  the  inconsistencies  and  ambigui- 
ties which  we  have  referred  to  in  prior  Reports.  Consequently,  in  our  examination  of 
pension  awards  during  the  past  year,  it  remained  difficult  to  ensure  that  awards  were  in 
conformity  with  the  provisions  of  the  Act. 

Clarification  of  the  Pension  Act  is  particularly  necessary  because  the  usual  checks 
provided  for  the  protection  of  the  Crown  do  not  operate  with  respect  to  it.  Section  5(1) 
reads  as  follows: 

5.  (1)  Subject  to  the  provisions  of  this  Act  and  of  any  regulations,  the  Commission 
has  full  and  unrestricted  power  and  authority  and  exclusive  jurisdiction  to  deal  with  and 
adjudicate  upon  all  matters  and  questions  relating  to  the  award,  increase,  decrease, 
suspension  or  cancellation  of  any  pension  under  this  Act  and  to  the  recovery  of  any  over- 
payment that  may  have  been  made;  and  effect  shall  be  given  by  the  Department  and 
the  Comptroller  of  the  Treasury  to  the  decisions  of  the  Commission. 

Not  only  are  the  Department  and  the  Comptroller  of  the  Treasury,  in  fulfilling 
their  functions  with  respect  to  the  payments  of  pensions  and  recovery  of  overpayments, 
thus  barred  from  taking  their  normal  part  in  protecting  the  Crown  but  the  advice  of 
the  Department  of  Justice  is  not  available  in  the  interpretation  of  the  conflicting 
provisions  of  the  Act. 

141.  War  veterans  allowances.  In  prior  years'  Reports,  various  comments  have  been 
made  on  the  administration  of  the  War  Veterans  Allowance  Act,  R.S.,  c.340,  including 
the  fact  that  penalties  under  the  Act  and  its  Regulations  for  false  or  misleading  statements 
or  incomplete  disclosure  were  seldom  enforced;  awards,  although  based  ostensibly  on 
need,  did  not  take  into  account  as  personal  property,  equities  in  mortgages  and  agreements 
for  sale ;  and  income  of  children  involved  in  an  award  was  treated  as  exempt  income  in 
the  calculation  of  an  allowance  even  though  the  recipient  might  have  qualified  for 
increased  allowance  by  considering  such  children  as  dependents. 

The  Public  Accounts  Committee  reviewed  these  comments  and  recommended  in 
its  Eighth  Report  1964  (see  Appendix  1,  item  26)  that  all  cases  of  deliberate  deception 
that  come  to  notice  be  vigorously  prosecuted;  that  mortgages  or  agreements  for  sale 
be  recognized  as  either  personal  property  or  an  interest  in  real  property  and  that  a  reason- 
able return  on  these  equities  be  assumed;  and  that  where  the  presence  of  a  child  is  the 
reason  for  an  award  at  married  rates,  the  income  of  the  child,  unless  exempted  under  the 
Act,  be  taken  into  account  in  determining  the  amount  of  the  award. 

The  Minister  of  Veterans  Affairs  wrote  to  the  Chairman  of  the  Public  Accounts 
Committee  on  March  3,  1965  but  the  Committee  has  not  yet  considered  his  comments 
concerning  its  observations  and  recommendations. 

In  June  1965  the  War  Veterans  Allowance  Regulations  were  amended  to  provide 
that  where  a  recipient  has  sold  real  property  and  the  sale  is  not  wholly  for  cash,  the 
principal  and  interest  payments  received  in  any  year  under  a  mortgage  or  agreement 
for  sale  in  respect  of  the  property  shall  be  considered  as  income.  Additionally,  where  the 
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payments  are  deemed  to  be  inadequate  or  so  arranged  as  to  qualify  an  applicant  for  an 
allowance  under  the  Act,  a  fair  and  reasonable  return  will  be  assessed. 

Examination  during  the  past  year  disclosed  32  overpayments  involving  $63,700. 
Although  many  resulted  from  inadequate  or  fraudulent  information  provided  by  the 
veteran,  in  no  case  were  the  penalties  under  the  Act  and  its  Regulations  enforced.  One 
particularly  large  overpayment  involved  a  veteran  who  was  paid  an  allowance  from 
January  16,  1956  to  June  30,  1965  although  we  were  able  to  establish  that  he  had  been 
continually  employed  from  July  4,  1956.  In  the  period  he  had  been  interviewed  five  times 
during  which  he  denied  any  gainful  employment  and  had  twice  filed  a  solemn  declaration 
to  this  effect.  He  had  been  last  interviewed  in  November  1962.  An  undertaking  was 
obtained  from  the  veteran  who  was  65  years  old  to  refund  the  overpayment,  $14,579 
including  the  value  of  free  medical  treatment,  in  monthly  instalments  of  $32. 


142.  Recoverable  costs— treatment  of  patients,  staff  meals  and  accommodation,  etc. 
For  some  years  the  annual  appropriation  of  the  Department  of  Veterans  Affairs  for 
Treatment  Services — Operation  of  Hospitals  and  Administration  has  included  authority, 
notwithstanding  the  Financial  Administration  Act,  to  spend  revenue  received  during 
the  year  for  hospital  and  related  services,  with  the  amount  voted  being  the  net  of 
estimated  expenditure  less  estimated  revenue.  It  should  be  noted  that  only  the  net 
amount  appears  in  the  appropriation  itself  with  the  estimated  gross  expenditure  and  esti- 
mated revenue  appearing  in  the  supporting  details. 

In  each  of  the  past  six  years  revenue  received  has  exceeded  estimated  revenue  and 
in  five  of  these  years  a  portion  of  the  excess  has  been  used  to  supplement  the  appropria- 
tion for  that  year.  The  following  table  shows  the  amount  of  excess  revenue  in  each  year 
and  the  extent  to  which  it  was  used: 

Excess  of  actual  revenue 
over  estimated  revenue 


Year 

Estimated 
revenue 

Actual 
revenue 

Used 

Unused 

1960-61 

$  12,862,500 

$  17,495,000 

$  1,449,400 

$  3,183,100 

1961-62 

16,59S,000 

20,714,200 

— 

4,116,200 

1962-63 

18,987,500 

21,179,200 

952,600 

1,239,100 

1963-64 

19,952,300 

21,052,700 

543,900 

556,500 

1964-65 

21,400,000 

22,983,300 

242,400 

1,340,900 

1965-66 

22,700,000 

24,645,000 

233,900 

1,711,100 

Had  the  Department  wished  to  do  so,  it  was  free  to  spend  each  year,  with  Treasury 
Board  approval,  the  unused  portion  of  the  excess  of  the  actual  over  the  estimated  revenue 
as  shown  in  the  right-hand  column. 

In  the  administration  of  an  appropriation  such  as  this  in  which  only  an  amount  to 
cover  the  excess  of  anticipated  expenditure  over  anticipated  revenue  is  appropriated 
by  Parliament,  it  is  essential,  if  parliamentary  control  over  expenditure  is  to  be  main- 
tained, to  restrict  the  total  of  the  revenue  which  may  be  credited  to  the  appropriation 
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to  the  amount  included  in  the  estimate  in  calculating  the  net  amount  to  be  appropriated. 
Otherwise  unexpected  revenues  or  unduly  low  estimates  of  revenue  result  in  more  funds 
being  available  to  the  Department  than  Parliament  intended. 

In  order  to  restore  parliamentary  control  in  this  case,  three  figures — estimated 
gross  expenditure,  estimated  revenue  and  net  amount  appropriated — should  appear  in 
the  appropriation  itself  and  the  amount  of  the  revenue  used  to  supplement  the  net 
amount  appropriated  should  be  limited  to  the  amount  of  estimated  revenue  shown  in  the 
appropriation. 

143.  Federal-provincial  shared-cost  programs.  Although  information  regarding  the 
Federal  Government's  contribution  towards  each  sizeable  federal-provincial  shared-cost 
program  is  available  in  Volume  II  of  the  Public  Accounts  in  the  details  of  expenditure 
of  the  departments  administering  the  contributions,  nowhere  is  the  substantial  overall 
total  of  federal  contributions  to  shared-cost  programs  provided  on  a  regular  basis.  The 
last  published  compilation  of  these  costs  was  contained  in  a  booklet  prepared  in  1963 
by  the  Federal-Provincial  Relations  Division  of  the  Department  of  Finance  for  the 
use  of  members  of  the  Federal-Provincial  Continuing  Committee  on  Fiscal  and  Economic 
Matters  meeting  in  that  year. 

We  believe  it  would  be  informative  to  the  House  if  a  detailed  summary  of  the 
numerous  federal-provincial  shared-cost  programs  were  more  readily  available  which 
would  show  the  federal  share  of  the  costs,  on  an  annual  and  cumulative  basis.  It  is 
suggested  that  this  be  shown  as  an  appendix  in  the  Public  Accounts. 

A  comparison  of  the  federal  expenditures  under  these  programs  for  1965-66  with 
those  of  the  preceding  year  follows : 

1965-66  1964-65 


Programs  in  which  No.  of  No.  of 

costs  are  shared  with :  programs  Amount  programs  Amount 


All    provinces    23  $  480,030,000  26  $  504,796,000 

More  than  one  but  not  all  provinces  ...       34  393,530,000  29  449,057,000 

Only    one   province    22  47,669,000  19  27,806,000 


79  $  921,229,000  74  $  981,659,000 


Five  programs — hospital  insurance  and  diagnostic  services,  unemployment  assistance, 
technical  and  vocational  training,  Trans-Canada  Highway  and  municipal  winter  works — 
accounted  for  $695,933,000  (76%)  of  the  total  in  1965-66  and  $755,443,000  (77%) 
in  1964-65. 

Not  included  in  the  total  expenditure  for  1965-66  are  tax  abatements  and  tax 
equalization  payments  of  $252,519,000  to  the  Province  of  Quebec  in  that  year,  following 
its  election  in  1965  under  the  Established  Programs  (Interim  Arrangements)  Act, 
1965,  c.  54,  to  wholly  administer  and  finance  certain  standing  programs  in  which  it  is 
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participating.  These  programs  are:  hospital  insurance  and  diagnostic  services,  effective 
January  1,  1965,  and  old  age  assistance,  blind  persons  allowances,  disabled  persons 
allowances,  the  welfare  portion  of  unemployment  assistance  and  certain  aspects  of 
technical  and  vocational  training,  effective  April  1,  1965. 

This  amount  of  $252,519,000  must  be  added  to  the  1965-66  total  of  $921,229,000  in 
order  to  make  a  valid  comparison  with  the  total  for  1964-65. 

144.  Statements  requested  by  the  Public  Accounts  Committee.  Volume  II  of  the 
Public  Accounts  for  the  year  1965-66  includes  section  47  headed  "Miscellaneous  State- 
ments". These  consist  of  four  statements  prepared  by  the  Comptroller  of  the  Treasury 
showing  additional  information  called  for  by  the  Public  Accounts  Committee  and 
recommended  by  the  Committee  in  its  reports  to  the  House. 

The  attention  of  the  House  is  directed  to  these  at  this  time  because  the  information 
contained  therein  is  of  interest,  particularly  to  the  members  of  the  Public  Accounts 
Committee. 

1 .  Educational  leave  costs — Page  47.2 

This  statement  summarizes  the  costs  of  educational  leave  granted  to  employees  under 
section  73  of  the  Civil  Service  Regulations.  We  drew  to  the  attention  of  the  House  in  our 
1963  Report  the  desirability  of  having  the  cost  of  the  educational  program  shown  in  the 
Public  Accounts  and  the  Committee  recommended  that  such  a  statement  be  prepared  (Ninth 
Report  1964-65,  presented  to  the  House  on  March  15,  1965).  The  statement  first  appeared 
in  the  1965  Public  Accounts. 

It  will  be  noted  from  the  statement  that  the  total  costs  involving  290  employees  for 
the  year  1965-66  amounted  to  $600,893.  The  comparable  amount  for  the  previous  year  was 
$487,677  and  involved  232  employees. 

2.  Losses  due  to  accidental  destruction  of,  or  damage  to,  assets  which  would  normally  be 
covered  by  insurance  had  such  coverage  existed — Page  47.3 

Inclusion  of  this  information  was  suggested  two  years  ago  to  the  subcommittee  of  the 
Public  Accounts  Committee  which  reviewed  the  form  and  content  of  the  Public  Accounts. 
The  subcommittee  endorsed  the  suggestion  and  the  Public  Accounts  Committee  recom- 
mended in  its  Ninth  Report  1964-65,  presented  to  the  House  on  March  15,  1965,  that  "effec- 
tive for  the  fiscal  year  1964-65  a  statement  detailing  the  amount  of  losses  incurred  as  a  result 
of  the  accidental  destruction  of,  or  damage  to,  assets  which  would  normally  be  covered  by 
insurance  had  such  coverage  existed"  be  included.  The  Comptroller  of  the  Treasury  placed 
the  first  such  statement  in  the  1965  Public  Accounts. 

The  statement  shows  that  such  losses  amounted  to  $4,791,800  in  1965-66.  This  is  com- 
parable with  losses  of  $1,384,508  reported  for  the  previous  year. 

3.  Report  of  surplus  material  disposed  of  in  1965-66 — Pages  47.4  to  47.5 

In  its  Seventh  Report  1964  presented  to  the  House  on  December  7,  1964  the  Public 
Accounts  Committee  recommended  that  this  statement  be  required  for  each  department 
and  agency  declaring  material  surplus  during  each  fiscal  year  and  that  such  statement  be 
placed  in  the  Public  Accounts  effective  with  the  year  1964-65.  The  Committee  made  a 
similar  recommendation  in  its  Ninth  Report  1964-65  relating  to  the  form  and  content  of  the 
Public  Accounts. 


COMMENTS  ON  EXPENDITURE  AND  REVENUE  TRANSACTIONS  95 

It  was  not  practicable  for  the  Comptroller  of  the  Treasury  to  prepare  such  a  statement 
for  the  1965  Public  Accounts  and  it  appears  for  the  first  time  in  the  1966  Public 
Accounts.  It  will  be  noted  from  this  statement  that  subject  to  the  footnotes  thereto,  surplus 
material  disposed  of  in  the  year  was  as  follows: 

Value 
Cost  obtained 

Obsolete  but  serviceable  $    48,761,000        $      1,435,000 

Surplus  but  serviceable    54,983,000  3,262,000 

$     103,744,000  4,697,000 

Surplus  but  repairable   4,634,000 

Scrap    846,000 


$    10,177,000 


4.  Summary  of  accounts  properly  chargeable  to  the  year  1965-66  but  carried  over  to  the  year 
1966-67— Pages  47.6  to  47.8. 

This  statement  is  commented  on  in  the  following  paragraph. 

145.  Unpaid  accounts  carried  forward  to  new  fiscal  year.  In  its  Third  Report  1966, 
presented  to  the  House  on  June  28,  1966,  the  Public  Accounts  Committee  commented  on 
instances  where  appropriations  were  insufficient  to  meet  accounts  coming  in  course  of 
payment  during  the  year.  The  Committee  stated  that  it  could  not  countenance  over- 
spending of  appropriations  and  expressed  the  belief  that  it  would  be  informative  to 
Members  of  Parliament  and  to  the  public,  if  the  Public  Accounts  of  Canada  were  to 
include  a  statement  by  department  and  appropriation  of  all  amounts  remaining  unpaid 
at  the  year-end  for  any  reason  whatsoever.  It  recommended  that  such  a  statement  be 
included  in  the  Public  Accounts  of  Canada  commencing  with  the  year  1965-66. 

Pursuant  to  this  recommendation  the  Comptroller  of  the  Treasury  undertook  to 
provide  such  a  statement  for  1965-66.  This  statement  appears  on  pages  47.6  to  47.8  of 
Volume  II  of  the  Public  Accounts  and  reveals  that  in  30  departments  and  agencies 
accounts  properly  chargeable  to  1965-66  aggregating  $31,354,000  had  not  been  paid.  The 
amounts  shown  in  the  statement  are  divided  into  the  following  four  categories : 

Insufficient  funds    $    6,930,000 

Accounts  received  in  the  paying  office  on  or  before  April  28,  1966  3,396.000 
Accounts  received  in  the  paying  office  after  April  28,  1966  ....  19,088,000 
Accounts  held  by  the  department   1,940,000 


$  31,354,000 


Not  included  in  the  statement  is  an  amount  of  $269,000  being  a  portion  of  the 
employer's  share  of  Canada  Pension  Plan  and  Quebec  Pension  Plan  contributions  for  the 
months  of  February  and  March  1966  which  could  not  be  paid  because  of  lack  of  funds 
in  Department  of  Finance  Vote  17. 


%  AUDITOR  GENERAL'S  REPORT 

Of  the  amount  of  $6,930,000  which  remained  unpaid  because  of  insufficient  funds, 
$1,589,000  could  have  been  paid  had  transfers  between  allotments  been  requested  of  and 
approved  by  the  Treasury  Board.  It  is  a  policy  of  the  Treasury  Board  to  accept  requests 
for  transfers  between  allotments  up  to  April  30;  therefore  insufficient  funds  in  an 
allotment  does  not  justify  the  non-payment  of  an  account  in  the  proper  year  when  funds 
are  available  in  the  vote. 

No  reasons  are  given  in  the  statement  for  the  non-payment  in  the  year  of  accounts 
totalling  $3,396,000,  which  were  in  treasury  offices  before  April  30.  Funds  were  in 
fact  available  in  the  1965-66  appropriations  to  cover  payment  of  $2,524,000  of  this 
amount. 

Of  the  amounts  of  $19,088,000  and  $1,940,000  representing  accounts  which  were 
not  received  in  the  paying  offices  in  time  to  be  paid  as  a  charge  to  1965-66  expenditure, 
it  is  evident  from  the  lapsings  in  the  relative  votes  that  $14,638,000  could  have  been 
paid  had  the  accounts  been  received  in  time. 

The  reasons  for  non-payment  of  these  accounts  may  therefore  be  summarized  as 
follows: 

Failure  to  obtain   transfers   between  allotments    $    1,589,000 

Failure  to  pay  although  funds  were  available  2,524,000 

Failure   to   seek   supplementary   appropriations    6,482,000 

Failure  to  get  accounts  in  on  time   14,638,000 

Failure  to  get  accounts  in  on  time  and  to  seek  supplementary  appropriations      6,390,000 


$  31,623,000 


Information  is  not  available  as  to  the  amount  of  the  accounts  which  should  have  been 
paid  in  the  previous  fiscal  year,  but  which  were  held  over  for  various  reasons  and  paid 
from  1965-66  funds.  Such  accounts  may  have  been  a  factor  contributing  to  the  shortage 
of  funds  with  which  to  meet  all  of  the  1965-66  accounts  although  it  should  have  been 
possible  for  provision  to  have  been  made  for  such  accounts  in  one  of  the  five  sets  of  sup- 
plementary estimates  which  were  approved  during  1965-66.  The  final  Supplementary 
Estimates  (E)  were  passed  by  the  House  on  March  29,  1966. 

146.  Losses  reported  in  the  Public  Accounts.  Section  98(3)  of  the  Financial 
Administration  Act  directs  that  "Every  payment  out  of  the  Public  Officers  Guarantee 
Account  and  the  amount  of  every  loss  suffered  by  Her  Majesty  by  reason  of  defalcations 
or  other  fraudulent  acts  or  omissions  of  a  public  officer,  together  with  a  statement  of  the 
circumstances,  shall  be  reported  annually  in  the  Public  Accounts". 

The  statements  of  losses  included  in  the  Public  Accounts  for  1965-66  were  examined 
and  we  ascertained  that  every  loss  observed  in  the  audit  which  was  required  to  be 
reported  had  been  included  in  the  listings.  Losses  in  the  departments  other  than  Post 
Office  numbered  22  and  amounted  to  $25,998.  Of  these,  16  totalling  $15,485  were  fully 
recovered  and  partial  recoveries  amounting  to  $2,110  were  effected  in  three  cases. 
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In  last  year's  Report  (paragraph  141)  we  pointed  out  that  in  October  1963  and  again 
in  February  1965  we  had  informed  the  Treasury  Board  staff  that  losses  shown  as 
outstanding  in  the  "Summary"  of  losses  in  the  Public  Accounts  were  not  being  cleared 
by  transfer  to  the  Guarantee  Account.  The  situation  was  not  fully  corrected  by  March 
31,  1966,  at  which  time  21  losses  aggregating  $187,426  remained  to  be  charged  to  the 
Guarantee  Account.  The  oldest  of  these  had  occurred  in  1953-54. 

Losses  suffered  by  the  Post  Office  Department  in  1965-66  numbered  93  and  amounted 
to  $60,589.  Of  these,  69  totalling  $39,361  were  recovered  in  full,  and  partial  recoveries 
amounting  to  $8,054  were  effected  in  18  cases. 

147.  Non-productive  payments.  In  last  year's  Report  (paragraph  142)  we  explained 
that,  because  of  the  concern  of  the  Public  Accounts  Committee  with  the  increasing 
number  of  non-productive  payments,  we  had  endeavoured  to  pinpoint  the  underlying 
reasons  for  this  type  of  cost,  particularly  where  the  circumstances  leading  to  the  non- 
productive payment  appeared  to  have  been  beyond  the  control  of  the  department  or 
agency  against  whose  appropriation  it  was  charged. 

We  believe  that  this  has  enabled  closer  study  to  be  made  of  the  individual  cases 
by  those  responsible  and  by  the  Members  of  the  House  and  the  Public  Accounts  Com- 
mittee and  consequently  we  have  followed  the  same  procedure  in  this  Report. 

It  is  important  to  remember  that  many  of  the  non-productive  payments  had  their 
origin  in  transactions  commenced  in  prior  years  although  the  payments  were  not  made 
until  1965-66. 

In  this  Report  reference  is  made  to  50  cases  of  non-productive  payments  estimated 
at  $3,628,000.  Of  these  24  are  included  in  the  foregoing  paragraphs  while  the  remaining 
26  cases  are  as  follows: 

1.  cost  of  unused  office  space,  fort  willtam,  ont. — The  Board  of  Grain  Commission- 
ers for  Canada  held  a  lease  for  a  term  of  five  years  to  August  31,  1965,  at  an  annual 
rental  of  $30,000,  with  respect  to  accommodation  occupied  in  the  Grain  Exchange 
Building  at  Fort  William.  In  March  1965  the  premises  were  vacated  as  a  result  of  a 
move  to  the  new  federal  building  in  the  same  city.  Efforts  to  obtain  a  "quit  lease"  were 
unsuccessful  and  the  Board  was  required  to  pay  $12,500  for  the  unused  accommodation. 

2.  payment  of  salary  to  a  judge  during  leave  of  absence. — In  last  year's  Report  (para- 
graph 142)  reference  was  made  to  payment  to  March  31,  1965  of  $19,250  in  salary 
during  leave  of  absence  to  a  judge  of  the  Superior  Court  of  Quebec  who  had  been  con- 
victed on  one  count  of  perjury  but,  on  appeal,  was  granted  a  new  trial.  The  judge  had 
previously  agreed  that  from  the  date  of  the  judgment  of  the  appeal  court  any  leave  of 
absence  he  might  have  would  be  understood  to  be  leave  without  pay.  Consequently, 
salary  was  discontinued  at  the  end  of  October  1965  to  which  time  he  had  been  paid  a 
total  of  $31,500  while  on  leave,  of  which  $12,250  was  paid  in  the  current  year. 

3.  cost  of  printing  which  was  discarded,  Quebec,  que. — The  National  Battlefields  Com- 
mission had  contracted  for  the  printing  of  a  souvenir  pamphlet  which  was  being  printed 
when  the  Chairman  of  the  Commission  resigned.  As  the  pamphlet  included  his  name 
and  signature,  the  printing  was  suspended.  When  a  new  Chairman  was  appointed  some 
months  later  the  printing  was  resumed  but  it  was  found  that  the  paper  had  shrunk.  It 
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was  felt  that  a  satisfactory  pamphlet  could  not  be  produced  with  this  material  so  it  was 
discarded  and  a  new  printing  was  arranged  at  a  cost  of  $10,800.  The  cost  of  the  work 
discarded  was  $4,506. 

4.  cost  of  unused  space,  l'epiphanie,  que. — Following  the  Government's  decision  to  re- 
organize the  Reserve  Forces,  accommodation  in  the  Parish  Community  Centre  at 
L'Epiphanie  which  the  Department  of  National  Defence  had  leased  for  five  years 
beginning  April  1,  1962  at  a  rental  of  $6,300  per  annum  was  no  longer  required.  The 
property  was  vacated  December  31,  1964  and,  as  attempts  to  sublet  were  unsuccessful, 
the  Department  paid  rent  amounting  to  $14,175  covering  the  27  months  to  the  expiry 
date  of  the  lease  on  March  31,  1967. 

5.  cost  of  unused  space,  dalhousie,  n.b. — Reorganization  of  the  Reserve  Forces  resulted 
in  a  leased  municipal  building  in  Dalhousie  being  no  longer  required.  The  Department 
of  National  Defence  had  leased  this  building  for  a  period  of  five  years  from  July  1, 
1963  to  June  30,  1968  at  an  annual  rental  of  $5,400.  The  building  was  vacated  during 
December  1964  and,  after  efforts  to  sublet  were  unsuccessful,  termination  of  the  lease 
was  negotiated  effective  June  30,  1967  which  required  payment  of  two  and  one-half 
years  rental  amounting  to  $13,500. 

6.  claim  for  wages  while  on  suspension  from  duty. — A  civilian  employee  at  Canadian 
Forces  Base,  St.  Jean,  Que.,  was  suspended  from  duty  on  January  11,  1962  pending  the 
outcome  of  a  court  action  against  him  for  theft  of  equipment  valued  at  approximately 
$1,000  belonging  to  the  Department  of  National  Defence.  After  several  remands  he  was 
tried  and  found  guilty  on  April  24,  1964.  He  launched  an  appeal  which,  after  the  intro- 
duction of  new  evidence,  was  upheld  by  the  Appeal  Court  of  the  Province  of  Quebec  in 
May  1965.  Accordingly  on  August  2,  1965  the  employee's  suspension  was  terminated. 

The  law  officers  of  the  Crown  expressed  doubt  about  the  procedures  leading  up  to 
his  suspension  and  its  validity  under  provisions  of  the  Civil  Service  Act,  1960-61,  c.  57, 
in  effect  at  that  time.  On  May  12,  1966  the  Governor  in  Council  authorized  an  ex 
gratia  payment  of  $11,200  to  the  employee,  based  on  50%  of  the  wages  he  would  have 
earned,  in  settlement  of  his  claim  for  loss  of  wages  resulting  from  his  suspension  from 
duty  during  the  period  January  11,  1962  to  August  1,  1965,  a  total  of  three  years  and 
seven  months. 

7.  questionable  payment  on  contract  terminated  for  default. — In  June  1962  the  Crown 
entered  into  a  contract  for  a  prototype  of  an  electronic  device  at  a  cost  of  $15,527  to  be 
delivered  by  December  17,  1962.  This  delivery  date  was  extended  on  three  occasions. 
Test  data  received  up  to  October  1963  showed  that  various  prototypes  produced  did  not 
meet  the  design  objectives  specified  in  the  contract.  The  lack  of  success  was  attributed 
not  to  the  difficulty  of  the  work  but  to  the  company's  failure  to  keep  competent  engineers 
on  the  project.  After  continued  failure  to  meet  the  delivery  date,  the  contractor  was 
declared  in  default  and  the  contract  terminated  on  November  20,  1963.  The  company 
advised  that  it  would  consider  $12,570  as  a  fair  settlement  of  its  total  costs  amounting 
to  $20,953  but  the  claim  was  settled  for  $9,673. 

8.  wages  paid  for  work  not  performed  at  port  colborne,  ont.,  and  prescott,  ont. — As 
mentioned  in  last  year's  Report  (paragraph  203)  the  National  Harbours  Board  is  re- 
quired, under  collective  bargaining  agreements  between  the  Board  and  the  labour  unions 
at  Port  Colborne  and  Prescott,  to  pay  workers  for  "dip  time",  the  initial  stage  of  un- 
loading a  grain  vessel  when  only  mechanical  devices  are  used.  This  period  may  last  up  to 
three  hours,  depending  on  the  size  of  the  vessel,  before  the  services  of  riggers,  rope 
pullers,  scoopers  and  hold  foremen  are  required.  During  1964  these  workers  were  paid  an 
estimated  $20,000  for  this  time.  There  was  no  change  in  this  situation  during  1965. 
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9.  payment  of  salary  for  which  no  servicb  was  rendered. — During  the  investigation  of 
his  alleged  misconduct  an  employee  of  the  Department  of  National  Health  and  Welfare 
was  instructed  not  to  report  for  work.  Eight  months  later  the  employee  was  suspended 
under  the  provisions  of  section  57  of  the  Civil  Service  Act,  1960-61,  c.57,  at  which  time 
he  ceased  drawing  salary.  During  the  period  from  cessation  of  work  on  December  4,  1964 
to  his  suspension  on  August  1,  1965  the  employee  was  paid  salary  in  the  amount  of 
$5,928,  for  which  he  provided  no  services. 

10.  COST    OF    IDLE    TIME    AT    THE    CANADIAN    GOVERNMENT    PRINTING    BUREAU. — The    Canadian 

Government  Printing  Bureau  operates  the  printing  plant  in  Hull,  Que.,  and  a  number 
of  outside  printing  units,  to  provide  printing  services  for  the  Senate,  House  of  Commons 
and  government  departments.  During  1965-66  Printing  Bureau  employees  worked 
1.5  million  man-hours  and,  due  to  work  stoppages  resulting  from  machinery  repairs  or 
lack  of  work,  there  were  42,064  man-hours  of  idle  time  which  cost  $103,000. 

11.  ADDITIONAL  PAYMENT  TO  CONSULTANTS  FOR  WORK  PERFORMED  BUT  NOT  UTILIZED,  OTTAWA. — 

In  1964,  architects  were  engaged  by  the  Department  of  Public  Works  on  behalf  of  the 
Centennial  Commission  to  design  and  prepare  complete  working  drawings  and  specifica- 
tions for,  and  to  supervise  the  construction  of,  the  National  Arts  Centre  in  Ottawa. 

As  the  Centre,  which  is  presently  expected  to  cost  at  least  $40  million,  was  to  be  the 
Federal  Government's  major  centennial  project  in  the  National  Capital  area,  it  was 
initially  regarded  as  essential  that  it  be  completed  and  handed  over  to  the  trustees  not 
later  than  July  1,  1967.  Because  of  the  timing,  complexity  and  magnitude  of  the  under- 
taking it  was  realized  that  for  phases  of  the  project  beyond  the  first  one,  which  involved 
excavation,  site  preparation  and  foundation  piling,  departures  from  normal  tendering 
procedures  and  standard  contract  provisions  would  be  necessary. 

Before  a  contractor  had  been  selected  for  the  second  and  third  phases  (on  the  basis 
of  replies  to  a  questionnaire  submitted  to  a  number  of  major  construction  firms  and  the 
receipt  from  those  selected  of  cost-plus  proposals  involving  a  maximum  price  and  a 
management  fee)  the  emphasis  on  completion  in  1967  was  relaxed  in  order  to  reduce 
the  risks  of  unduly  high  costs  and  of  defects  which  might  result  from  an  unusually 
intensified  undertaking.  Consequently,  the  Department  was  requested  to  proceed  on  a 
more  normal  program  of  planning  and  contracting  with  a  view  to  completion  by  the 
middle  of  1968. 

A  result  of  the  altered  approach  to  the  construction  program  was  that  the  archi- 
tects, who  had  been  instructed  to  prepare  contract  documents  which  would  permit  the 
submission  of  cost-plus  proposals,  submitted  a  claim  for  extra  work  and  additional  costs. 
After  they  had  allowed  credit  in  areas  where  the  work  done  could  be  used  in  the  final 
design  work,  they  were  paid  $44,244  in  respect  of  work  performed  but  not  utilized. 

12.  cost  of  delay  in  construction  of  bridge,  Ottawa. — In  1962  the  Department  of  Public 
Works  entered  into  a  contract  for  the  construction  of  the  Macdonald-Cartier  Bridge 
over  the  Ottawa  River  between  Ottawa  and  Hull,  Que.  The  project  was  completed 
in  1965  at  a  cost  of  $8,829,000,  shared  equally  by  Canada,  Ontario  and  Quebec. 

The  contractor  claimed  difficulty  in  mixing  and  placing  harsh  concrete  in  accord- 
ance with  contract  specifications  requiring  a  water-cement  ratio  which  he  contended 
was  too  low.  Agreement  on  a  higher  ratio  enabled  him  to  proceed  in  a  normal  manner. 
The  Department  conceded  that  initially  the  mixes  were  more  difficult  to  handle  than 
could  reasonably  have  been  expected  and  that  the  contractor  was  entitled  to  considera- 
tion for  the  additional  cost  of  handling  the  mixture  as  originally  specified.  Agreement 
was  reached  on  an  amount  of  $20,360,  based  on  an  hourly  rate  of  $217  for  93.7  hours 
above  normal  time  for  the  mixing  and  placing  of  the  concrete. 
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The  contractor  also  contended  that  the  delay  in  mixing  and  placing  the  harsh 
concrete  had  the  added  effect  of  delaying  the  progress  of  the  entire  project.  After 
detailed  consideration  the  Department  agreed  that  a  period  of  11  days  would  be  a 
reasonable  calculation  of  the  delay  and  a  settlement  of  $78,361  was  made,  based  on  the 
accepted  period  and  an  average  daily  operating  cost  of  $7,124. 

The  cost  of  the  Bridge  being  shareable,  Canada's  portion  of  the  outlay  of  $98,721 
resulting  from  the  delay  experienced  by  the  contractor  was  $32,907. 

13 .  COST  OF  DELAYED  COMPLETION  OF  BUILDING  DUE  TO  CHANGES  IN  THE  WORK,  TORONTO,  ONT. 

The  Department  of  Public  Works  awarded  a  contract  in  September  1962  for  the  con- 
struction of  the  Sir  William  Mulock  Building  in  Toronto  for  the  Unemployment  Insur- 
ance Commission.  The  original  contract  price  was  $2,800,000  and  the  job  was  completed 
in  1964-65  at  a  cost  of  $2,968,000. 

To  maintain  his  planned  schedule,  the  contractor  required  the  final  partition  lay- 
outs in  September  1963.  This  timing  could  not  be  met  because  of  changes  in  accom- 
modation requirements.  The  building  was  originally  designed  to  accommodate  two 
existing  Unemployment  Insurance  Commission  offices  but  ultimately  personnel  of  four 
offices  were  involved.  The  final  determination  of  partition  placing  was  further  com- 
plicated by  a  major  organizational  change.  As  a  result,  for  several  months  only  partial 
progress  could  be  made  on  the  mechanical  and  electrical  work,  ceiling  systems,  etc.  The 
contractor  was  paid  $11,540  to  compensate  him  for  extra  costs  incurred  because  of 
the  delay. 

14.  ADDITIONAL  COST  RESULTING  FROM   CONSTRUCTION  DELAYS,   WINDSOR,   ONT. — Reference  Was 

made  in  our  1963  Report  (Appendix  1,  item  15)  to  a  payment  of  $56,443  to  the  con- 
tractor for  the  alteration  and  construction  of  an  addition  to  the  federal  building  at 
Windsor,  to  compensate  him  for  costs  incurred  as  a  result  of  delays. 

In  1961  the  consulting  architects  in  connection  with  the  same  project  submitted  a 
claim  for  additional  remuneration  relating  primarily  to  the  delays  and  to  design  fees 
on  alternative  schemes.  During  the  year  this  claim  was  settled  in  the  amount  of  $11,828 
of  which  $9,469  is  regarded  as  non-productive. 

15 .  COSTS  DUE  TO  INADEQUATE  PLANS  AND  SPECIFICATIONS,  LES  EBOULEMENTS,  QUE. In  Our  1963 

Report  reference  was  made  to  a  contract  for  major  wharf  improvements  at  Les  Eboule- 
ments.  Attention  was  drawn  to  the  work  at  that  time  because  the  Treasury  Board  took 
the  view  that  the  Province  of  Quebec  should  have  shared  the  cost  to  the  extent  that  it 
involved  landing  facilities  for  an  intra-provincial  ferry  service. 

The  1963  paragraph  referred  to  an  accepted  tender  of  $575,000  for  the  work  which 
was  completed  in  1964  at  a  cost  of  $616,982.  The  claim  for  additional  compensation 
referred  to  below  was  settled  in  1965  in  the  amount  of  $17,233  bringing  the  final  cost  of 
the  wharf  improvements  to  $634,215. 

Site  conditions  materially  different  from  those  indicated  on  the  plan  and  in  the 
specifications  provided  to  the  contractor  accounted  for  $7,938  of  the  settlement.  Of  this, 
$5,018  resulted  from  encountering  a  concrete  wall,  built  in  1951-52,  in  a  buried  position  in 
the  wharf  approach.  There  was  no  mention  of  this  wall  in  the  plans.  The  presence  of 
boulders,  also  not  mentioned  in  the  plans,  impeded  the  driving  of  steel  sheet  piling  and 
additional  costs  of  $2,920  were  allowed  in  that  connection.  This  latter  amount  is  only 
50%  of  the  costs  claimed  because  the  Department  maintained  that  an  experienced  con- 
tractor should  have  expected  to  encounter  some  boulders  in  the  area  and  made  allowance 
for  them  and  the  contractor  accepted  this  view. 
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The  balance  of  the  compensation  payment,  $9,295,  related  to  steps  required  to  ensure 
satisfactory  and  continued  slip  operations.  Although  a  movable  slip  was  installed  accord- 
ing to  the  plans  and  specifications,  it  failed  to  operate  satisfactorily  and  remedial  action 
was  taken  by  the  contractor  to  ensure  public  safety  and  continued  operation  of  the  slip 
and  associated  hoisting  apparatus. 

16.  COSTS    RESULTING    FROM     CONSTRUCTION     DELAYS,    QUEBEC,     QUE.,     AND     HALIFAX,     N.S. — In 

October  1961  the  Department  of  Public  Works  awarded  a  contract  for  the  supply  and 
installation  of  a  special  type  of  mail  handling  equipment  in  new  postal  accommodation 
being  constructed  in  the  cities  of  Quebec  and  Halifax.  After  the  contract  had  been  com- 
pleted the  Department  received  an  account  for  expenses  beyond  the  contract  price  and 
settlement  in  the  amount  of  $21,133  was  made  in  February  1966.  Although  the  account 
related  in  part  to  additional  services  required  by  the  Department,  $8,211  was  a  conse- 
quence of  the  contractor  being  delayed  by  other  contractors  at  both  locations.  Because 
construction  was  behind  schedule,  power  was  not  available  and  additional  expense 
arose  when  it  was  necessary  to  carry  out  initial  testing  of  the  special  equipment  by 
hand.  In  addition,  although  the  supplier  had  completed  his  installations,  he  incurred 
extra  costs  when  his  testing  was  delayed  until  associated  equipment  for  which  he  was 
not  responsible  was  put  into  operation. 

17.  cost  of  unused  plans,  borden,  p.e.i. — In  1963  the  Department  of  Public  Works  entered 
into  a  contract  for  an  extension  to  the  ferry  terminal  facilities  at  Borden  for  the  Depart- 
ment of  Transport.  During  the  same  year  the  Canadian  National  Railways,  the  ferry 
operator,  requested  that  a  new  service  building  be  erected  at  the  site  to  replace  a  number 
of  small  frame  buildings.  It  was  decided  to  have  the  work  performed  as  an  extra  to  the 
existing  contract,  and  the  contractor  was  requested  to  prepare  the  necessary  working 
drawings  and  specifications  and  to  submit  a  firm  price.  His  quotation  of  $98,000  was 
much  in  excess  of  what  had  been  expected.  As  a  result,  construction  of  the  building  was 
not  undertaken  and  the  contractor  was  paid  $4,560  to  compensate  him  for  his  planning 
costs. 

18.  cost  of  remedial  work,  ste-croix  de  lotbiniere,  que.— In  September  1963  the  Depart- 
ment of  Public  Works  awarded  a  contract  for  the  construction  of  a  protection  wall  along 
certain  private  waterfront  properties  at  Ste-Croix  de  Lotbiniere  in  the  amount  of  $7,375. 

Due  to  local  conflicts  concerning  the  location  of  the  wall,  the  work  was  suspended  a 
few  days  after  it  was  started  and  in  due  course  the  contract  was  cancelled,  $931  being 
paid  to  the  contractor. 

Due  to  the  lateness  of  the  season  the  Department  did  not  refill  the  excavation  made 
by  the  contractor  and  the  privately-owned  wall  of  a  property  owner  was  damaged  so 
severely  by  erosion  that  he  had  to  demolish  it  and  construct  a  new  one  which  met  depart- 
mental standards.  His  original  claim  of  $5,000  was  reduced  to  $3,000  which  was  paid  in 
December  1965. 

19.  COST  OF  REPLACING  SPECIALLY  DESIGNED  DOORS,  NATIONAL  DESIGN  CENTRE,  TORONTO,  ONT. 

In  1963  the  Department  of  Public  Works  was  authorized  to  enter  into  a  lease  at  an 
annual  rental  of  $39,840  for  premises  in  a  Toronto  building  then  under  construction, 
for  the  use  of  the  National  Design  Council  of  the  Department  of  Industry.  Because 
the  space,  to  be  known  as  the  National  Design  Centre,  was  to  be  a  focal  point  of 
Canadian  design,  it  was  considered  that  the  finishing  of  the  leased  area  should  be  com- 
pleted to  a  high  standard  at  the  expense  of  the  Department  of  Industry  to  the  extent 
that  costs  exceeded  what  would  have  been  incurred  by  the  lessor  for  normal  finishing. 
This  additional  cost  of  special  finishing,  including  consultants'  fees  of  $7,044,  was 
$26,799. 
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A  feature  of  the  special  finishing  was  heavy  oversize  doors  for  the  front  entrance, 
large  enough  to  permit  entry  of  display  items  which  could  not  be  received  through  the 
rear  doors.  Their  design,  prepared  by  consultants,  had  been  approved  by  the  Design 
Council  who  insisted  upon  their  installation  even  though  the  Department  of  Public 
Works  had  pointed  out  that  problems  could  be  expected  from  them.  This  proved  to  be 
the  case.  Shortly  after  the  Centre  was  opened  in  1964  it  became  evident  that  the  doors 
were  hazardous  to  the  public  on  windy  days  and  were  failing  to  create  a  good  image  of 
improved  design  in  Canada.  In  1965  the  doors  were  replaced  and  the  entrance  modified 
at  a  cost  of  $3,050,  charged  to  an  appropriation  of  the  Department  of  Public  Works. 

20.  consultants'  fee  in  respect  of  revision  of  plans,  meaford,  ont. — In  1964  the  Depart- 
ment of  Public  Works  engaged  a  firm  of  architects  to  prepare  plans  and  specifications 
and  to  supervise  the  construction  of  a  federal  building  at  Meaford,  for  which  a  contract 
was  later  entered  into  at  a  price  of  $166,000.  Preliminary  drawings  were  approved  by 
local  officials  of  the  Post  Office  Department  but  through  an  oversight  they  were  not 
referred  to  the  headquarters  of  that  Department.  After  the  architects  had  proceeded 
with  their  assignment  to  the  point  of  tender  call,  the  Post  Office  Department  head- 
quarters became  aware  of  the  proposed  layout  and  informed  the  Department  of  Public 
Works  that  it  was  unacceptable.  As  the  objections  were  regarded  as  valid,  revised  plans 
were  required  from  the  architects.  During  the  year  they  were  paid  $3,031  for  services 
rendered  in  connection  with  the  original  concept. 

2 1 .  cost  of  unused  post  office  space,  st.  Georges  ouest,  que. — The  Department  of  Public 
Works  entered  into  a  lease  for  a  term  of  ten  years,  effective  June  15,  1957,  to  provide 
postal  accommodation  at  St.  Georges  Ouest,  the  rent  being  $2,700  per  annum.  At  the 
end  of  August  1965  the  premises  were  vacated  as  a  result  of  the  extension  of  letter 
carrier  delivery  service  to  the  community.  As  there  was  no  foreseeable  need  for  this 
space  and  attempts  to  sublet  had  been  unsuccessful,  the  lease  was  terminated  at  a 
negotiated  cost  of  $2,725  for  its  unexpired  term  for  which  the  rental  would  have 
amounted  to  $4,950. 

As  a  result  of  discussions  in  the  Public  Accounts  Committee  concerning  non- 
productive expenditures  of  this  type,  the  Department  of  Public  Works  has  requested 
the  Post  Office  Department  to  inform  the  Treasury  Board  in  future  of  the  possibility  of 
a  non-productive  payment  with  respect  to  space  which  will  no  longer  be  required  if  the 
approval  which  is  being  sought  to  establish  letter  carrier  delivery  is  granted.  The  Post 
Office  Department  has  agreed  to  do  this. 

22.  additional  costs  due  to  construction  delays,  Toronto,  ont. — In  March  1962  the 
Department  of  Transport  entered  into  a  contract  for  the  construction  of  a  control  tower 
for  the  Toronto  International  Airport  which  was  completed  at  a  cost  of  $1,183,000. 
During  the  year  an  additional  $25,227  was  paid  to  the  contractor  in  settlement  of  two 
claims  for  delays  to  which  his  work  had  been  subjected: 

(1)  The  contractor  contended  that  design  changes  for  the  tower  control  cab  had 
materially  delayed  completion  of  this  phase  of  his  work,  with  the  result  that  he 
had  incurred  unanticipated  costs  for  overhead  and  maintenance.  The  Department 
accepted  responsibility  for  a  delay  of  four  months  and  a  compromise  settlement  of 
$10,244  was  made. 

(2)  The  contractor  contended  that  the  Department  was  responsible  for  construction  de- 
lays due  to  late  deliveries  arising  from  design  changes  for  switchboards  and  the  dele- 
tion, then  reinstatement,  of  boilers,  the  delayed  receipt  of  information  respecting 
re-circulating  units  and  the  tardy  provision  of  permanent  electrical  power.  A  study 
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of  the  claim  led  the  Department  to  the  conclusion  that  the  contractor  was  respon- 
sible for  approximately  half  of  the  delay  and  on  that  basis  it  negotiated  a  settle- 
ment of  $14,983. 

23.  plans  and  specifications  foe  work  boat,  Newfoundland  service. — In  1964,  the  Depart- 
ment of  Transport  entered  into  a  contract  with  a  firm  of  naval  architects  for  the  prep- 
aration of  plans  and  specifications  for  the  construction  of  a  tender  (work  boat)  for 
the  St.  John's  Marine  Agency  at  a  negotiated  fee  of  $19,820.  This  amount  was  based  on 
the  mutual  understanding  that  a  recently-built  vessel,  designed  by  these  architects  for 
similar  duties  on  the  West  Coast,  would  be  used  as  a  model  for  the  design  of  the  East 
Coast  vessel.  In  the  spring  of  1965,  after  approximately  80%  of  the  assignment  had 
been  completed  at  a  cost  to  the  Department  of  $15,856,  it  was  decided  that  a  larger 
vessel  was  required. 

This  decision  resulted  in  a  request  for  a  completely  new  design,  together  with 
detailed  specifications,  for  which  the  architects  were  paid  a  further  $26,965.  Considera- 
tion of  the  new  plans  by  departmental  officials  who  would  be  concerned  with  the  opera- 
tion of  the  vessel  indicated  that  not  only  would  the  proposed  100-foot  boat  not  be 
suitable  for  Newfoundland  service  but  the  design  had  not  taken  into  account  changes  in 
operational  requirements  which  had  taken  place  in  the  three  years  since  the  replace- 
ment of  the  old  work  boat  had  been  decided  upon.  Consequently,  the  payment  of  $26,965 
may  also  prove  to  have  been  non-productive. 

24.  design,  plans  and  specifications  for  icebreaking,  lighthouse  supply  and  buoy 
tender,  prescott,  ont.,  marine  agency. — In  May  1964  the  Department  of  Transport 
entered  into  a  contract  with  a  naval  architect  for  the  preparation  of  the  design,  plans 
and  specifications  for  the  construction  of  an  icebreaking,  lighthouse  supply  and  buoy 
vessel  to  operate  out  of  Prescott  for  the  upper  St.  Lawrence  and  Great  Lakes  services. 
The  plans  and  specifications  were  to  be  based  on  those  for  a  Canadian  Coast  Guard  ship 
already  in  service,  and  it  was  estimated  by  the  architect  that  the  vessel  would  cost 
$2,169,000  exclusive  of  taxes. 

The  naval  architect  completed  the  necessary  plans  and  specifications  in  December 
1964  at  a  cost  of  $11,520. 

Tenders  for  construction  were  invited  in  March  1965  but  in  the  following  month 
the  Department  withdrew  the  tender  call  because  its  officials  decided  that  the  need  of 
an  icebreaking  capability  greater  than  that  to  be  provided  by  the  proposed  ship  had 
been  indicated  by  the  combination  of  unusually  heavy  ice  on  the  Great  Lakes  during  the 
winter  of  1964-65  and  the  apparent  development  of  increasingly  earlier  movements  of 
Great  Lakes  shipping  each  spring.  In  June  1965  the  Department  entered  into  a  contract 
with  another  firm  of  naval  architects  at  a  price  of  $63,000  plus  incidental  expenses  for 
the  preparation  of  the  design,  plans  and  specifications  for  a  vessel  based  on  those  of  a 
vessel  other  than  the  one  initially  considered  for  the  purpose.  As  a  consequence,  the 
payment  of  $11,520  to  the  initial  naval  architect  for  his  planning  represents  a  non- 
productive cost. 

25.  PLANS   AND  SPECIFICATIONS   FOR  WORK  BOAT,  SAINT  JOHN,   N.B.,   MARINE  AGENCY. — Item  23 

above  refers  to  entry  by  the  Department  of  Transport  into  a  contract  with  a  firm  of 
naval  architects  for  the  preparation  of  plans  and  specifications  for  the  construction  of  a 
tender  (work  boat)  for  the  St.  John's,  Nfld.,  Marine  Agency  at  a  negotiated  price  of 
$19,820,  there  being  a  mutual  understanding  that  a  vessel  previously  designed  by  the 
same  architects  for  similar  duties  on  the  West  Coast  would  provide  the  model  for  the 
design  of  the  East  Coast  vessel. 
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Concurrently  the  same  naval  architects  were  engaged  on  like  terms  and  conditions 
to  prepare  plans  and  specifications  for  a  work  boat  for  the  Saint  John  Marine  Agency. 
Modifications  requested  by  the  Department  resulted  in  plans  for  a  vessel  which  bore  so 
little  resemblance  to  the  West  Coast  vessel  that  the  architects  were  requested  to  prepare 
revised  detailed  specifications  and  modified  drawings.  In  addition,  the  architects  were 
asked  to  prepare  certain  calculations  not  provided  for  in  their  agreement  with  the 
Department.  In  consequence,  they  were  paid  $11,322  additional  to  the  fee  of  $19,820 
originally  agreed  upon,  and  these  payments,  together  with  an  amount  for  allowable 
incidental  expenses,  brought  the  final  cost  to  $31,278. 

At  the  year-end  it  appeared  possible  that  a  vessel  of  somewhat  greater  capacity 
would  be  required  for  the  Saint  John  Marine  Agency  due  to  considerable  changes  in 
requirements  since  a  new  work  boat  was  first  considered.  The  view  was  also  held  that 
the  design  was  incompatible  with  the  Department's  views  on  living  conditions  and 
working  hours  for  officers  and  crew.  If  these  views  prevail,  the  outlay  of  $31,278  may 
prove  to  have  been  non-productive. 

26.    ADDITIONAL    COST   DUE   TO   DELAY   IN    TAKEOVER    OF   BUILDING    FROM    CONTRACTOR,    TORONTO, 

ont. — In  March  1961  the  Department  of  Transport  entered  into  a  contract  for  the 
construction  of  a  power  plant  in  connection  with  the  air  terminal  complex  at  the  Toronto 
International  Airport.  Although  the  work  had  been  practically  completed  by  August  1, 
1962,  certain  work  and  testing  of  equipment  could  not  be  carried  out  at  that  time 
because  the  contract  for  the  aeroquay  to  be  serviced  by  the  power  plant  had  fallen 
behind  schedule.  The  contractor  maintained  and  protected  the  power  plant  until  he  was 
largely  relieved  of  this  responsibility  seventeen  weeks  later.  During  the  year  he  was 
paid  an  amount  of  $8,224  as  compensation  for  his  costs  occasioned  by  the  delay,  which 
brought  the  total  cost  of  the  work  to  $2,119,000. 
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Summary  of  Assets  and  Liabilities 

148.  The  Statement  of  Assets  and  Liabilities  as  at  March  31,  1966,  with  comparative 
figures  at  the  end  of  the  preceding  year,  prepared  by  the  Department  of  Finance 
for  inclusion  in  the  Public  Accounts  and  certified  by  the  Auditor  General  in  accordance 
with  section  64  of  the  Financial  Administration  Act,  is  reproduced  as  Exhibit  2  to 
this  Report. 

Assets 

149.  The  following  table  lists  the  assets  at  March  31,  1966,  by  main  headings  in 
the  Statement  of  Assets  and  Liabilities,  in  comparison  with  the  corresponding  balances 
at  the  close  of  the  two  previous  years: 

March  31, 1966        March  31, 1965        March  31, 1964 

Current    assets     $  1,015,994,000        $   1,075,383,000        $   1,285,615,000 

Blocked    currency    1,002,000  —  — 

Advances  to  the  Exchange   Fund   Account  2,696,000,000  2,621,000,000  2,601,000,000 
Investments    in    special    United    States    of 

America    securities    —    Columbia    River 

Treaty     187,192,000  219,479,000  — 

Canada  pension  plan  investment  fund   34,853,000  —  — 

Loans     to     and     investments     in     Crown 

corporations     5,659,074,000  4,996,301,000  4,584,194,000 

Loans  to  national  governments   1,225,213,000  1,206,577,000  1,195,685,000 

Other  loans  and   investments    1,263,213,000  1,140,128,000  1,198,995,000 

Securities  held  in  trust    51,956,000  43,586,000  38,882,000 

Deferred    charges    256,555,000  208,585,000  400,361,000 

Suspense    accounts    —  —  141,000 

Inactive  loans  and  investments    94,824,000  94,824,000  94,824,000 

Total  recorded  assets    12,485,876,000  11,605,863,000  11,399,697,000 

Less — Reserve   for   losses  on   realization   of 

assets    546,384,000  546,384,000  546,384,000 

Net    recorded   assets    $11,939,492,000        $11,059,479,000        $10,853,313,000 


150.  Current  assets.  The  balances  included  under  this  heading  at  March  31,  1966, 
with  the  comparable  balances  at  the  close  of  the  two  previous  years,  were: 

March  31, 1966  March  31, 1965  March  31, 1964 

Cash     $      759,080,000  $      850,282,000  $      984,643,000 

Departmental    working    capital    advances — 
Agricultural     Commodities     Stabilization 

Account  5,426,000  23,152,000  63,954,000 

Defence  Production  Revolving  Fund   ...          22,590,000  30,157,000  27,791,000 

Bullion  and   coinage  accounts    14,794,000  18,704,000  29'40L0OO 

Stockpiling    of    uranium    concentrates    ..          37,070,000  24,414,000  13^537,000 

0ther    40,697,000  36,978,000  32,945,000 

120^77,000  138,405,000  167,628,000 

Securities    held    for    the    Securities    Invest- 
ment   Account    81,476,000  62,561,000  99,860,000 

Other  current  assets  54,861,000  29,135,000  33484'oOO 

$    1,015,994,000  $    1,075,383,000  $    1,285,615,000 
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The  decrease  of  $17,726,000  in  the  Agricultural  Commodities  Stabilization  Account 
at  March  31,  1966  was  due  mainly  to  the  sale  of  accumulated  stocks  of  butter. 

The  reduction  of  $7,567,000  in  the  Defence  Production  Revolving  Fund  results 
largely  from  decreases  of  $11,763,000  in  progress  payments  and  advances  to  suppliers 
offset  by  increases  in  recoverable  expenditures  of  $1,331,000  on  the  defence  industry 
modernization  program  and  $1,650,000  on  research  and  development. 

The  amount  of  $37,070,000  for  stockpiling  of  uranium  concentrates  comprises  accu- 
mulated costs  financed  by  the  Department  of  Trade  and  Commerce  for  the  acquisition, 
refining  and  stockpiling  of  these  concentrates. 

The  $81,476,000  balance  of  the  Securities  Investment  Account  represents,  at  amor- 
tized cost,  temporary  holdings  of  securities  of  Canada  by  the  Minister  of  Finance  under 
the  authority  of  section  17  of  the  Financial  Administration  Act. 

151.  Blocked  currency.  The  amount  of  $1,002,000,  on  deposit  in  the  Central  Bank 
of  Chile,  was  received  in  payments  on  a  loan  made  by  Export  Credits  Insurance  Cor- 
poration to  a  company  in  Chile.  The  Government  of  Chile  was  unable  to  make  available 
the  necessary  Canadian  dollars  for  payment  of  the  debt  in  Canada  but  has  agreed  to 
the  withdrawal  of  funds  deposited  in  1965  in  ten  equal  instalments  on  April  1  and 
October  1  in  the  years  1968  to  1972  and  to  similar  withdrawals  of  funds  deposited  in 
1966  in  the  years  1969  to  1973.  Interest  at  6%  per  annum  is  payable  by  the  Central 
Bank  of  Chile  on  these  deposits. 

152.  Advances  to  the  Exchange  Fund  Account.  This  Account  is  operated  by  the  Bank 
of  Canada  on  behalf  of  the  Minister  of  Finance,  and  advances  are  made  by  the  Minister 
from  time  to  time  within  the  maximum  ($3,500,000,000  at  March  31,  1966)  authorized 
by  the  Governor  in  Council  under  section  23  of  the  Currency,  Mint  and  Exchange 
Fund  Act,  R.S.,  c.315.  The  balance  of  the  Account  at  March  31,  1966  was  $2,696,000,000 
and  the  market  value  of  investments  from  advances  was  $2,728,743,000,  indicating  an 
unrecorded  surplus  of  $32,743,000.  By  comparison,  the  unrecorded  surplus  at  the  close 
of  the  preceding  year  was  $32,407,000. 

A  summary  of  the  transactions  in  the  Account  for  the  year  ended  December  31, 
1965  is  included  in  paragraph  234  of  this  Report. 

153.  Investments  in  special  United  States  of  America  securities — Columbia  River 
Treaty.  These  securities  were  acquired  under  authority  of  Order  in  Council  P.C.  1964- 
1427  of  September  10,  1964,  pursuant  to  Vote  L17a,  Appropriation  Act  No.  7, 
1964,  1964-65,  c.20,  which  provided  for  their  purchase  out  of  United  States  dollars  paid 
to  Canada  pursuant  to  the  Treaty  between  Canada  and  the  United  States  of  America 
relating  to  co-operative  development  of  the  water  resources  of  the  Columbia  River  Basin. 

Securities  amounting  to  $30  million  (U.S.)  matured  in  November  1965  and  were 
redeemed  by  the  Government  of  the  United  States. 
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154.  Canada  pension  plan  investment  fund.  Uninvested  funds  of  the  Canada  Pension 
Plan  in  excess  of  an  amount  estimated  as  required  to  meet  all  payments  in  the 
following  three  months  are  available  for  investment  in  non-negotiable  provincial  and 
federal  securities.  These  investments  at  March  31,  1966  were: 

Ontario    $  20,110,000 

British    Columbia    5,085,000 

Alberta    3,064,000 

Manitoba    2,077,000 

Saskatchewan     1,432,000 

Nova   Scotia    1,248,000 

New  Brunswick    972,000 

Newfoundland     655,000 

Prince  Edward  Island   108,000 

Canada    ; 102,000 


$    34,853,000 


155.  Loans  to  and  investments  in  Crown  corporations.  The  following  schedule  shows 
the  nature  of  these  loans  and  investments  at  March  31,  1966: 


Central  Mortgage  and  Housing  Corporation   . . 

Canadian    National    Railways    

Farm   Credit  Corporation    

The   St.  Lawrence   Seaway  Authority    

National   Harbours  Board    

Export    Credits    Insurance    Corporation    

Atomic    Energy    of    Canada    Limited    

Canadian  Overseas  Telecommunication 
Corporation    

National      Capital      Commission,      other     than 
Greenbelt — see    also    below     

Polymer    Corporation    Limited     

Northern   Canada  Power   Commission    

Eldorado   Mining  and  Refining  Limited    

Bank    of   Canada    

Canadian    Commercial    Corporation    

Canadian   Arsenals   Limited    

Canadian     Broadcasting     Corporation— working 
capital— see   also   below    

Canadian     National     Railways — re     Yarmouth- 
Bar    Harbour    ferry    

Canadian    National    (West   Indies)    Steamships, 
Limited     

Canadian    Patents    and    Development    Limited 

Recovery     likely     to      require      parliamentary 
appropriations — 
Canadian   Corporation  for  the   1967   World 

Exhibition     

National     Capital     Commission— Greenbelt 
Canadian   Broadcasting   Corporation 


Capital  stock 

at  cost 

Advances 
$    2,452,927,000 

Total 

$ 

$   2,452,927,000 

1,044,350,000 

449,645,000 

1,493,995,000 

588,343,000 

588,343,000 

435,845,000 

435,845,000 

202,819,000 

202,819,000 

5,000,000 

123,153,000 

128,153,000 

15,000,000 

62,593,000 

77,593,000 

52,523,000 

52,523,000 

32,108,000 

32,108,000 

30,000,000 

30,000,000 

29,865,000 

29,865,000 

8,247,000 

8,247,000 

5,920,000 

5,920,000 

5,500,000 

5,500,000 

5,000,000 

5,000,000 

3,000,000 

3,000,000 

690,000 

690,000 

1,000 

324,000 

325,000 

296,000 

296,000 

1,108,814,000 

4,444,835,000 

5,553,149,000 

44,000,000 

44,000,000 

35,221,000 

35,221,000 

26,704,000 

26,704,000 

105^25,000 

105,925,000 

$    1,108,814,000    $  4,550,260,000    $   5,659,074,000 
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The  total  of  $5,659,074,000,  an  increase  of  $662,773,000  over  the  previous  year, 
does  not  represent  the  total  equity  of  the  Government  of  Canada  in  its  Crown  corpora- 
tions at  March  31,  1966.  This  equity  in  fact  amounted  to  $7,217,559,000  as  shown  by 
their  individual  financial  statements  published  in  Volume  III  of  the  Public  Accounts 
and  as  summarized  in  Appendix  12  on  page  9.25  of  Volume  I  of  the  Public  Accounts. 
The  principal  reason  for  this  is  that  the  accounts  of  Canada  are  maintained  on  a 
modified  cash  basis  which  does  not  provide  for  recording  as  assets  such  items  as  sur- 
pluses of  Crown  corporations  or  the  cost  of  certain  capital  assets  which  were  charged 
to  expenditure.  In  no  sense  does  the  Statement  of  Assets  and  Liabilities  of  the  Govern- 
ment of  Canada  purport  to  be  a  consolidation  including  the  accounts  of  its  wholly- 
owned  corporations.  The  corporations  maintain  their  individual  accounts  on  the  accrual 
accounting  basis  followed  in  commercial  practice  and  a  number  have  fiscal  years  con- 
forming to  the  cycle  of  their  individual  operations  rather  than  the  April  1  to  March 
31  fiscal  year. 

Advances  to  Central  Mortgage  and  Housing  Corporation,  made  pursuant  to  section 
22(1)  of  the  Central  Mortgage  and  Housing  Corporation  Act,  R.S.,  c.46,  increased  by 
$315  million  resulting  from  additional  advances  of:  $403  million  for  loans  to  approved 
borrowers,  less  repayments  of  $156  million;  $80  million  less  repayments  of  $30  million 
in  respect  of  projects  entered  into  with  provinces,  municipalities  and  universities; 
and  $18  million  for  the  purpose  of  making  loans  to  holders  of  National  Housing  Act 
insured  mortgages. 

The  total  for  the  Canadian  National  Railways  reflects  an  increase  of  $60  million 
due  to  a  further  investment  of  $24  million  in  4%  preferred  stock  of  the  Company  pur- 
suant to  section  12  of  the  Canadian  National  Railways  Financing  and  Guarantee  Act, 
1964,  1964-65,  c.41,  an  increase  of  $35  million  under  section  7  of  the  Canadian  National 
Railways  Refunding  Act,  1955,  1955,  c.31,  and  an  increase  of  $.7  million  in  temporary 
loans  required  by  Air  Canada. 

The  amount  for  Farm  Credit  Corporation  shows  an  increase  of  $147  million  over 
the  preceding  year  due  largely  to  further  loans  of  $161  million,  less  repayments  of  $21 
million  under  the  Farm  Credit  Act,  1959,  c.43,  and  $5.8  million  paid  to  the  Corporation 
under  section  12  of  the  Act  as  additional  capital. 


The  amount  shown  for  The  St.  Lawrence  Seaway  Authority  reflects  an  increase  of 
$27  million.  This  comprises  a  net  increase  of  $6.4  million  in  deferred  interest  on  loans, 
additional  interest-free  loans  totalling  $19  million  made  during  the  year,  and  temporary 
interest-free  loans  of  $9.2  million  less  repayments  of  $8.2  million  in  respect  of  the  Welland 
Canal  deficit. 

The  amount  shown  for  Export  Credits  Insurance  Corporation  reflects  an  increase 
of  $36  million  in  advances  to  enable  the  Corporation  to  provide  long-term  financing 
of  export  sales  of  capital  goods  and  services. 

There  was  an  increase  of  $12  million  in  advances  to  Atomic  Energy  of  Canada 
Limited  for  the  construction  of:  the  Douglas  Point  generating  station,  $5.8  million; 
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Pickering  generating  station,  $2.4  million;  Sheridan  Park  engineering  office,  $2  million; 
and  housing,  $1.7  million. 

Loans  to  the  National  Capital  Commission  for  the  purpose  of  acquiring  property 
in  the  National  Capital  Region  other  than  in  the  Greenbelt  increased  by  $6.1  million. 

Loans  to  the  Canadian  Corporation  for  the  1967  World  Exhibition  were  authorized 
by  Vote  L26b,  Appropriation  Act  No.  2,  1966,  1966-67,  c.3.  The  amount  authorized  was 
$80  million  of  which  $44  million  had  been  advanced  at  March  31,  1966.  Repayment 
of  the  loans  will  be  dependent  on  parliamentary  appropriations  in  future  years. 

Loans  to  the  National  Capital  Commission  for  the  purpose  of  acquiring  property 
in  the  Greenbelt  increased  by  $1.4  million.  Repayment  of  these  loans  may  be  dependent 
on  parliamentary  appropriations  in  future  years. 

The  financing  of  the  capital  requirements  of  the  Canadian  Broadcasting  Corpora- 
tion continued  to  be  by  means  of  loans  and  advances.  Additional  advances,  under 
the  authority  of  Vote  L10,  Appropriation  Act  No.  2,  1966,  totalled  $12.5  million  (net) 
and  are  to  be  repaid  by  equal  annual  instalments  over  a  twenty-year  period  from 
parliamentary  appropriations  provided  for  the  Canadian  Broadcasting  Corporation. 

156.  Loans  to  national  governments.  The  following  is  a  listing  of  the  balances  of 
these  loans  at  March  31,  1966  in  comparison  with  the  balances  at  the  close  of  the  two 
previous  years: 

March  31, 1966        March  31, 1965        March  31, 1964 

United    Kingdom    $  1,078,088,000  $    1,058,863,000  $    1,039.277,000 

France     67,600,000  67,600,000  67,600,000 

Netherlands     32,130,000  32,130,000  32,130,000 

Belgium     25,377,000  27,684,000  29,991,000 

India    6.366,000  8,638,000  10,021,000 

Other  countries  5,930,000  974,000  1,263,000 

1,215,491,000  1,195,889,000  1,180,282,000 

Recovery    likely    to    require    parliamentary 
appropriations — 

India — for  the  purchase   of  wheat  and 
flour    9,722,000  10,688,000  15,403,000 

$    1,225,213,000        $    1,206,577,000        $    1,195,685,000 


The  1965  annual  instalment  of  principal  and  interest  on  the  loan  to  the  United 
Kingdom  was  deferred  by  the  United  Kingdom  in  accordance  with  the  provisions  of  the 
United  Kingdom  Financial  Agreement  Act,  1946,  1946,  c.  12.  The  increase  in  the  indebted- 
ness at  March  31,  1966  results  from  the  addition  of  interest  of  $19,225,000.  No  payments 
were  due  from  France  and  the  Netherlands  during  the  year  because  of  special  payments 
made  in  1962-63. 

The  item  "Other  countries"  includes  special  assistance  loans  during  the  year  to  four 
developing  countries  totalling  $5,256,000.  Three  of  these  loans  bear  interest  at  the  rate 
of  |  of  1  %  and  are  repayable  over  a  period  of  50  years. 
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157.  Other  loans  and  investments.  The  balances  comprising  this  asset  item  at  March 
31,  1966  with  the  comparable  balances  at  the  end  of  the  two  previous  years  were: 

March  31, 1966  March  31, 1965  March  31, 1964 

Subscriptions     to     capital     of,     and     working 

capital  advances  and   loans  to,  international 

organizations     $      724,695,000  $      709,754,000  $      702,130,000 

Veterans'    Land    Act    Fund    278,842,000  256,408,000  244,505,000 

Less-  Reserve  for  conditional  benefits   22,651,000  24,339,000  26,357,000 

256,191,000  232,069,000  218,148,000 

Municipal     Development     and     Loan     Board 

advances    115,491,000  9,474,000  — 

Less:  Reserve  for  forgiveness  of  indebtedness           6,633,000  1,837,000  — 

108fi58j000  7,687,000  — 

Loans   to  provincial  governments    96,723,000  98,436,000  113,652,000 

Housing  projects  for  the  Canadian  Forces  ....          20,560,000  20,386,000  17,930,000 

Government  of  the  Yukon  Territory    8,540,000  6,855,000  6,174,000 

Government  of  the  Northwest  Territories   ....            6,418,000  3,885,000  3,218,000 

Assisted  passage  scheme   6,387,000  3,681 ,000  2,741,000 

Government   equity  in   the  agency   account  of 

Crown  Assets  Disposal  Corporation  5,004,000  5,522,000  5,173,000 

Temporary    loans    to    Old    Age    Security   Fund           —  24,954,000  99,960,000 

Other    balances    25,629,000  23,103,000  26,154,000 

1,259,005,000  1,136,282,000  1,195,280,000 
Recovery     likely     to      require      parliamentary 
appropriations — 
Capital    assistance    loans,    Town    of    Oro- 

mocto,   New   Brunswick    4,208,000  3,846,000  3,715,000 

$    1,263,213,000  $    1,140,128,000  $   1,198,995,000 


The  following  is  a  listing  of  the  balances  comprising  the  $724,695,000  shown  for 
the  first  item  in  the  above  table  at  March  31,  1966: 

Subscriptions  to  capital- 
International  Monetary  Fund    * $  577,250,000 

International  Bank  for  Reconstruction  and  Development  80,483,000 

International    Development    Association    55,695,000 

International  Finance  Corporation  3,522,000 

716,950,000 
Working  capital  advances  and  loans  7,745,000 

$  724,695,000 


During  the  year  Canada  subscribed  an  additional  $15  million  to  the  capital  of  the 
International  Development  Association. 

The  Veterans'  Land  Act  Fund  was  created  during  the  year  pursuant  to  an  amend- 
ment (1965,  c.19)  to  the  Veterans'  Land  Act,  R.S.,  c.280.  It  replaces  the  Veterans'  Land 
Act  Advances  account  and  the  Veterans'  Land  Act  Housing  account.  The  increase  of 
$24,122,000  in  the  Fund,  after  providing  a  reserve  for  conditional  benefits,  is  mainly  due 
to  additional  advances  of  $45,109,000  for  the  purchase  of  property,  less  repayments  of 
$22,530,000. 
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The  Municipal  Development  and  Loan  Board  advances  were  made,  pursuant  to 
the  Municipal  Development  and  Loan  Act,  1963,  c.13,  to  provide  financial  assistance 
to  augment  or  accelerate  municipal  capital  works  programs.  The  Act  provides  for  the 
forgiveness  of  25%  of  the  principal  amount  of  a  loan  where  the  municipal  project  in 
respect  of  which  the  loan  was  extended  was  completed  to  the  satisfaction  of  the  Municipal 
Development  and  Loan  Board  on  or  before  September  30,  1966  and  25%  of  the  amount 
advanced,  where  the  project  was  not  completed  at  that  date.  At  March  31,  1966  advances 
with  respect  to  projects  not  completed  amounted  to  $26,532,000  and  accordingly  a  reserve 
of  25%  or  $6,633,000  was  established  to  cover  the  portion  of  advances  to  be  forgiven. 

The  loans  to  provincial  governments  at  March  31,  1966  with  the  comparable  balances 
at  the  end  of  the  two  previous  years  were: 


Saskatchewan     

New  Brunswick   

British  Columbia   

Manitoba    

Nova    Scotia     

Alberta    

Newfoundland  

Provincial      Tax      Collection      Agreements 
Account  


March  31,  1966 

March  31,  1965 

March  31,  1964 

$    29,995,000 

$ 

28,461,000 

$    27,231,000 

29,048,000 

32,788,000 

34,371,000 

11,239,000 

12,537,000 

15,501,000 

10,002,000 

10,708,000 

11,643,000 

7,043,000 

7,139,000 

7,230,000 

5,871,000 

6,310,000 

6,743,000 

3,525,000 

493,000 

498,000 

— 

— 

10,435,000 

$    96,723,000 

$ 

98,436,000 

$  113,652,000 

158.  Securities  held  in  trust.  The  amount  of  $51,956,000  shown  under  this  heading 
represents  securities  held  for  the  following  accounts:  guarantee  deposits  in  respect  of 
oil  and  gas  permits,  $30,330,000;  guarantee  deposits  in  respect  of  customs  duties  and 
excise  taxes,  $5,388,000;  Canadian  vessel  construction  assistance,  $5,240,000;  pilots'  pen- 
sion funds,  $5,114,000;  contractors'  securities,  $3,688,000;  and  other,  $2,196,000. 

159.  Deferred  charges.  The  balances  included  under  this  heading  at  March  31,  1966 
with  the  comparable  balances  at  the  close  of  the  two  previous  years  were: 

March  31,  1966      March  31,  1965      March  31,  1964 


Unamortized  portion  of  actuarial 
deficiencies — 
Public  Service  Superannuation  Account  . .     $    93,621,000  $    39,921,000  $  276,661,000 
Canadian  Forces  Superannuation  Account          53,601,000                 53,762,000  — 
Royal   Canadian   Mounted   Police  Super- 
annuation   Account     3,115,000                    4,153,000  — 


150,337,000  97,836,000  276,661,000 

Unamortized   loan   flotation    costs    106,218,000  110,749,000  123,700,000 


$  256,555,000  $  208,585,000  $  400,361,000 
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The  relative  statutes  provide  that  the  amounts  of  special  credits  to  the  superannua- 
tion accounts  (set  up  as  "Deferred  charges — Unamortized  portion  of  actuarial  deficien- 
cies") shall  be  charged  to  the  Consolidated  Revenue  Fund  in  five  equal  annual 
instalments. 

The  item  "Unamortized  loan  flotation  costs"  records  the  unamortized  portion  of 
discounts  and  commissions  paid  on  the  issuance  of  loans.  The  following  is  a  summary 
of  the  transactions  for  the  year: 

Balance,  April  1,   1965    $  110,749,000 

Add: 

Discount  and  commissions  on  new  loans  32,724,000 

Discount  and  commissions  on  additional  issues  of  existing  loans 6,697,000 

150,170,000 

Deduct: 

Amortization  charges  included  in  1965-66  expenditure    43,952,000 

Balance,   March   31,    1966    $  106,218,000 


160.  Inactive  loans  and  investments.  The  $94,824,000  shown  for  this  item  at  March 
31,  1966,  unchanged  from  the  two  previous  years,  comprised  the  following  balances: 

Loan  to  China  in  1946,  under  the  Export  Credits  Insurance  Act $    49,426,000 

Loans  to  Roumania  in  1919  for  the  purchase  of  goods  produced  in  Canada 24,329,000 

Balance  arising  out  of  implementation  of  guarantee,  given  under  the  Export 
Credits  Insurance  Act,  of  loans  by  chartered  banks  to  Ming  Sung  Industrial 
Company  Limited    (carrying  prior  guarantee  by  the   Government   of  China)  14,470,000 

Loans  to  Greece  in  1919  for  the  purchase  of  goods  produced  in  Canada  6,525,000 

Loan  to  Province  of  Saskatchewan  in  1908  for  the  purchase  of  seed  grain  (last 
payment  received  in  1959-60)    74,000 

$    94,824,000 


Liabilities 

161.  The  following  table  lists  the  liabilities  at  March  31,  1966  by  main  headings  in 

the  Statement  of  Assets  and  Liabilities  in  comparison  with  the  balances  at  the  close  of 
the  two  previous  years: 

March  31,  1966  March  31,  1965  March  31,  1964 

Current  and  demand  liabilities  $    1,398,836,000  $    1,432,616,000  $    1,619,692,000 

Deposit  and  trust  accounts 310,729,000  262,837,000  196,454,000 

Annuity,  insurance  and  pension  accounts  . .      6,392,133,000  5,675,841,000  5,131,054,000 
Undisbursed   balances   of   appropriations   to 

special  accounts   101,945,000  95,703,000  111,601,000 

Deferred  credits  138,119,000  113,208,000  119,447,000 

Suspense  accounts  31,391,000  5,532,000  5,118,000 

Unmatured  debt   19,109,787,000  18,978,214,000  18,740,097,000 

$  27,482,940,000  $  26,563,951,000  $  25,923,463,000 
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162.  Current  and  demand  liabilities.  The  balances  comprising  this  item  in  the  State- 
ment at  March  31,  1966,  in  comparison  with  the  balances  at  the  close  of  the  two  previous 
years,  were: 

March  31,  1966       March  31,  1965       March  31,  1964 


Accounts  payable    $  380,309,000  $      363,925,000  $      342,673,000 

Outstanding  treasury  cheques 332,860,000  315,077,000  319,625,000 

Non-interest-bearing  notes   payable    to    the 

International    Monetary    Fund    and    the 

International  Development  Association..  255,388,000  367,898,000  586,996,000 

Interest  accrued  254,292,000  231,173,000  215,973,000 

Interest  due  110,931,000  102,034,000  91,894,000 

Matured  debt  27,325,000  19,141,000  26,820,000 

Other   37,731,000  33,368,000  35,711,000 

$  1,398,836,000  $   1,432,616,000  $   1,619,692,000 


The  amounts  shown  for  "Accounts  payable"  are  the  totals  of  charges  pertaining  to 
the  year  for  which  cheques  were  issued  in  April  of  the  following  fiscal  year. 

Non-interest-bearing  notes  payable  to  the  International  Monetary  Fund  ($233  mil- 
lion) and  the  International  Development  Association  ($22  million)  are  those  portions  of 
Canada's  quotas  of  the  capital  of  these  international  agencies  which  are  not  covered  by 
cash  or  gold. 

163.  Deposit  and  trust  accounts.  The  following  is  a  listing  of  the  balances  included 
in  this  item  at  March  31,  1966  in  comparison  with  the  balances  at  the  close  of  the  two 
previous  years: 

March  31,  1966       March  31,  1965       March  31,  1964 

Provincial    tax    collection    agreements    $    66,320,000           $    48,797,000           $  — 

Guarantee    deposits    39,634,000  34,742,000  27,375,000 

Indian  trust  funds    32,051,000  31,109,000  29,167,000 

Deposits  by  Crown  corporations  30,416,000  27,473,000  14,340,000 

Post  Office  Savings  Bank 22,024,000  23,255,000  24,605,000 

National  Harbours  Board    21,627,000  13,560,000  13,320,000 

Canadian  Pension  Commission  (Administra- 
tion trust  fund)    15,160,000  14,489,000  13,490,000 

Instalment    purchase    of    bonds    by    public 

service  employees   13,568,000  13,257,000  12,535,000 

Contractors'    holdbacks     10,361,000  8,802,000  8,604,000 

Veterans'  Land  Act  trust  account 7,041,000  4,496,000  4,288,000 

Canadian  vessel  construction  assistance   ...  6,982,000  478,000  246,000 

Army  Benevolent  Fund   5,385,000  5,560,000  5,779,000 

Contractors'  security  deposits    5,254,000  6,028,000  7,961,000 

Permanent  services  deferred  pay  3,464,000  3,434,000  3,747,000 

Northwest  Territories  revenue  account  ....  3,417,000  2,683,000  2,356,000 

Prairie  Farm  Emergency  Fund  3,295,000  —  — 

Other     24,730,000  24,674,000  28,641,000 

$  310,729,000  $  262,837,000  $  196,454,000 
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The  Federal  Government  collects  provincial  income  taxes  from  persons  on  behalf  of 
all  provinces  except  Quebec  and  from  corporations  on  behalf  of  all  provinces  except 
Ontario  and  Quebec.  At  March  31,  1966  collections  had  exceeded  remittances  by 
$66,320,000.  In  the  preceding  year  collections  exceeded  remittances  by  $48,797,000,  but 
in  1963-64  remittances  exceeded  collections  by  $10,435,000  and  this  amount  was  included 
in  "Loans  to  provincial  governments"  in  that  year. 

The  increase  of  $4,892,000  in  the  balance  for  "Guarantee  deposits"  was  largely  due 
to  amounts  deposited  with  the  Department  of  Northern  Affairs  and  National  Resources 
as  guarantees  in  connection  with  oil  and  mineral  rights  and  licences. 

The  increase  of  $2,943,000  in  "Deposits  by  Crown  corporations"  is  due  mainly  to 
additional  deposits  of  $3,976,000  by  Export  Credits  Insurance  Corporation,  offset  by  a 
withdrawal  of  $1,200,000  by  Eldorado  Mining  and  Refining  Limited. 

The  balance  in  "Post  Office  Savings  Bank",  $22,024,000,  is  the  amount  on  deposit  in 
298,615  depositors'  accounts — a  reduction  of  $1,231,000  and  1,124  accounts  during  the 
year.  Interest  is  paid  on  deposits  at  a  rate  of  2^%  per  annum. 

The  increase  of  $8,067,000  on  deposit  by  the  National  Harbours  Board  at  March  31, 
1966  resulted  from  a  change  in  policy  whereby  the  Board  deposits  reserve  funds  in  the 
Consolidated  Revenue  Fund  rather  than  investing  in  securities. 

The  increase  of  $2,545,000  in  the  Veterans'  Land  Act  trust  account  was  mainly  due 
to  increased  initial  payments  deposited  by  veterans  pending  approval  of  sales,  following 
authorization  on  June  30,  1965  of  an  increase  in  the  maximum  individual  amount  which 
may  be  loaned. 

Under  the  terms  of  the  Canadian  Vessel  Construction  Assistance  Act,  R.S.,  c.  43, 
owners  of  vessels  who  claimed  special  depreciation  allowances  under  the  Income  Tax  Act 
may  at  the  time  of  disposal  of  a  vessel  deposit  the  amount  of  tax  on  recaptured  deprecia- 
tion with  the  Canadian  Maritime  .Commission.  In  the  event  of  a  purchase  of  a  new 
vessel  within  seven  years  under  certain  conditions,  such  deposit  may  be  returned  to  the 
owners.  During  the  year  $12,022,000  was  deposited  to  this  account  and  $5,518,000  was 
returned  to  the  owners. 

The  Prairie  Farm  Assistance  Act,  R.S.,  c.  213,  imposes  a  levy  of  1%  on  the  price  of 
grain  purchased  by  licensees  under  the  Canada  Grain  Act  and  the  moneys  collected  are 
credited  to  the  Prairie  Farm  Emergency  Fund.  Awards  are  made  to  eligible  farmers  in 
areas  affected  by  crop  failures  in  the  provinces  of  Manitoba,  Saskatchewan  and  Alberta 
and  the  Peace  River  District  of  British  Columbia.  During  1965-66  credits  to  the  Fund 
totalled  $10,338,000  while  awards  totalled  $7,043,000  resulting  in  a  surplus  of  $3,295,000.  In 
1964-65  there  was  a  deficit  of  $367,000  which  was  charged  to  an  appropriation  provided 
by  Parliament  for  the  purpose. 

The  $22,197,000  shown  for  "Other"  balances  at  March  31,  1966  represents  the  total 
of  89  balances  including:  Veterans'  Care  trust  fund,  $2,974,000;  common  school  funds, 
$2,678,000;  Emergency  Gold  Mining  Assistance  holdbacks,  $2,297,000;  National  Research 
Council  special  fund,  $2,228,000;  and  the  immigration  guarantee  fund,  $1,553,000. 
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164.  Annuity,  insurance  and  pension  accounts.  The  balances  making  up  this  item 

at  March  31,  1966,  in  comparison  with  the  corresponding  balances  at  the  close  of  the  two 
previous  years,  are  given  in  the  following  table : 

March  31,  1966       March  31,  1965  March  31,  1964 

Public  Service  Superannuation  Account  ....$   2,390,383,000        $   2,161,828,000  $    1,856,408,000 
Canadian  Forces  Superannuation  Account  . .      2,184,210,000            2,028,123,000  1,821,525,000 
Royal    Canadian    Mounted    Police    Super- 
annuation Account 65,411,000                 57,707,000  45,987,000 

Government  Annuities  Account    1,317,080,000             1,303,137,000  1,284,262,000 

Canada  Pension  Plan  Account  89,406,000  — 

Old  Age  Security  Fund    216,983,000                   —  — 

Other   128,660,000               125,046,000  122,872,000 

$   6,392,133,000        $   5,675,841,000  $   5,131,054,000 


The  transactions  during  the  year  ended  March  31,  1966  in  each  of  the  three  super- 
annuation accounts  are  summarized  as  follows : 

Public  Service  Superannuation  Account 

Balance,  April  1,  1965  $   2,161,828,000 

Add: 

Interest    $  89,499,000 

Actuarial    adjustment — Contra — "deferred    charges"    account  79,600,000 

Contributions  by  participants    66,725,000 

Contributions  by  the  Government   61,458,000 

Other  credits  1,180,000 

298,462,000 

2,460,290,000 
Deduct : 

Annuity  payments  57,674,000 

Withdrawals   of   contributions    11,317,000 

Other  charges   916,000 

69,907,000 

Balance,    March   31,    1966    $   2,390,383,000 

Canadian  Forces  Superannuation  Account 

Balance,  April  1,  1965   $   2,028,123,000 

Add: 

Interest    $        83,252,000 

Contributions  by  the  Government  58,790,000 

Contributions  by   participants    34,053,000 

Actuarial  adjustment — Contra — "deferred  charges"  account  .  16,600,000 

Other  credits   338,000 

193,033,000 

2,221,156,000 
Deduct: 

Annuity  payments  26,748,000 

Gratuities  and  withdrawal  allowances 10,130,000 

Other  charges   68,000 

36,946,000 

Balance,  March  31,  1966  $   2,184,210,000 
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Royal  Canadian  Mounted  Police  Superannuation  Account 

Balance,  April  1,  1965  $        57,707,000 

Add: 

Contributions    by   the    Government    $  3,862,000 

Interest    2,421,000 

Contributions  by  participants  2,252,000 

Contributions  by  Newfoundland  17,000 


8,552,000 


66,259,000 


Deduct: 

Annuities  and  allowances  payments    509,000 

Termination  payments 326,000 

Other  charges   13,000 


848,000 


Balance,  March  31,  1966  $        65,411,000 


The  following  is  a  summary  of  the  transactions  in  the  Government  Annuities  Account 
during  the  past  three  years : 

Year  ended  March  31 

1966  1965  1964 

Balance  at  beginning  of  year $    1,303,137,000  $    1,284,262,000  $    1,264,436,000 

Interest    50,048,000  49,180,000  48,383,000 

Premiums   27,619,000  30,162,000  29,413,000 

Sundry  adjustments   6,000  10,000  — 

1,380,810,000  1,363,614,000  1,342,232,000 
Vested  annuity  and   commuted  value  pay- 
ments and  refunds 62,228,000  59,782,000  57,092,000 

Transfer    to    revenue    of    the    excess    over 

actuarial   value    of   outstanding   contracts            1,502,000  695,000  878,000 

63,730,000  60,477,000  57J970.000 

Balance  at  March  31    $    1,317,080,000  $    1,303,137,000  $    1,284,262,000 


The  following  is  a  summary  of  the  transactions  in  the  Canada  Pension  Plan 
Account  during  the  year  ended  March  31,  1966: 

Contributions  from  employers  and  employees    $    94,880,000 

Interest    37,000 

$    94,917,000 

Deduct : 
Administrative    expense    5,511,000 

Balance,  March  31,  1966  $    89,406,000 
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The  following  is  a  summary  of  the  transactions  in  the  Old  Age  Security  Fund  during 
the  past  three  years : 

Year  ended  March  31 
1966 


Collections  of  tax — 

On   sales    $  522,0S6,000 

On  personal  incomes   494,900,000 

On  corporation  incomes   152,250,000 

1,169,236,000 
Payments   of   pensions  under  the   Old   Age 

Security    Act    927,299,000 

Surplus  (deficiency)  for  the  year  241,937,000 

Preceding  year's  balance  brought  forward   .  (24,951,000) 

Surplus  (deficit)  at  March  31   $  216,983,000 


1965 

383,150,000 
431,900,000 
145,250,000 

960,300,000 

885,294,000 

75,006,000 
(99,960,000) 


1964 

331,760,000 
302,600,000 
115,750,000 

750,110,000 

808,391,000 

(58,281,000) 
(41,679,000) 


$   (24,954,000)   S   (99,960,000) 


The  following  is  a  listing  of  the  major  items  included  in  "Other"  balances,  with  the 
balances  for  the  previous  two  years  shown  for  comparative  purposes: 

March  31,1966     March  31, 1965     March  31, 1964 


Veterans'  Insurance  Fund    $  30,123,000 

Civil  Service  Insurance  Fund   24,218,000 

Canadian  Regular  Forces  Death  Benefit  Account  .  16,717,000 

Unemployment    Insurance    Fund    13,571,000 

Returned  Soldiers'  Insurance  Fund    12,115,000 

Public  Service  Death  Benefit  Account   11,197,000 

Royal    Canadian     Mounted     Police    Dependents' 

Pension    Fund    7,663,000 

Public  Service  Retirement  Fund   5,185,000 

Pilots'   pension    funds    5,214,000 

Members     of     Parliament     Retiring     Allowances 

Account     2,075,000 

Sundry     582,000 

$  128,660,000 


$  29,027,000 

$  27,601,000 

24,289,000 

24,239,000 

15,010,000 

13,240,000 

14,282,000 

16,796,000 

12,707,000 

13,295,000 

9,876,000 

8,612,000 

7,369,000 

6,916.000 

5,576,000 

6,007,000 

4,699,000 

4,247,000 

1,920,000 

1,671,000 

291,000 

248,000 

$  125,046,000 

$  122,872,000 

The  transactions  during  the  year  ended  March  31,  1966  in  the  Members  of  Parlia- 
ment Retiring  Allowances  Account  are  summarized  as  follows: 

Balance,   April    1,   1965   $  1,920,000 

Add: 

Contributions  by  participants   $      238,000 

Contributions  by  the  Government  196,000 

Interest    80,000 

514,000 


Deduct: 

Annual    allowances    286,000 

Withdrawal  allowances    73,000 

Balance,  March  31,  1966  


2,434,000 


359,000 
$  2,075,000 
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165.  Undisbursed  balances  of  appropriations  to  special  accounts.  The  following  is  a 
listing  of  the  balances  included  in  this  item  at  March  31,  1966  in  comparison  with  the 
balances  at  the  close  of  the  two  previous  years: 

March  31, 1966     March  31, 1965     March  31, 1964 

International    Development   Assistance   Fund    ...$  78,680,000  $    82,245,000  $        — 

Railway    Grade    Crossing    Fund    11,005,000  6,865,000  17,649,000 

Centennial  of  Confederation  Fund    10,555,000  6,024,000  3,000,000 

National   Capital  Fund    1,626,000  426,000  6,426,000 

Colombo  Plan  Fund   —  —  84,451,000 

Other    79,000  143,000  75,000 

$  101,945,000        $    95,703,000        $  111,601,000 


The  International  Development  Assistance  Fund  was  established  under  authority  of 
Department  of  External  Affairs  Vote  33d,  Appropriation  Act  No.  2,  1965,  1964-65,  c.  50. 
The  Vote  also  authorized  the  transfer  to  this  Fund  of  the  unexpended  balance  of  the 
Colombo  Plan  Fund.  The  Fund  provides  for  payments  of  economic,  technical  and  educa- 
tional assistance  to  developing  countries  and  for  certain  administrative  expenses.  Expend- 
iture during  1965-66  totalled  $35,532,000.  Under  authority  of  Department  of  External 
Affairs  Vote  35e,  Appropriation  Act  No.  4,  1966,  1966-67,  c.  6,  the  Fund  was  credited 
during  the  year  with  $31,967,000,  this  being  the  unexpended  balance  of  the  sub- vote  for 
International  Development  Assistance  within  Department  of  External  Affairs  Vote  35. 

Amounts  of  $5,000,000  provided  under  section  265  of  the  Railway  Act,  R.S.,  c.  234, 
and  $9,000,000  provided  under  Department  of  Transport  Vote  82  were  credited  to  the 
account  for  the  Railway  Grade  Crossing  Fund  during  1965-66.  Expenditure  totalling 
$9,860,000  was  incurred  in  aiding  in  the  cost  of  installing  protective  devices  at  railway 
grade  crossings,  grade  separations,  and  reflective  markings  on  the  sides  of  railway  cars. 

An  amount  of  $9,000,000  provided  by  Secretary  of  State  Vote  35  was  credited  to  the 
Centennial  of  Confederation  Fund,  while  expenditure  of  $4,469,000  was  charged  thereto. 

An  amount  of  $12,100,000,  provided  by  Department  of  Public  Works  Vote  65,  was 
credited  to  the  National  Capital  Fund  and  the  Fund  was  charged  with  payments  to  the 
National  Capital  Commission  totalling  $10,900,000  to  finance  the  cost  of  capital  projects 
approved  by  the  Governor  in  Council. 

166.  Deferred  credits.  The  following  is  an  analysis  of  this  item  at  the  close  of  the 
1965-66  fiscal  year  and  the  two  previous  years: 

March  31, 1966     March  31, 1965     March  31, 1964 

Deferred  interest  on  loans  made  under  the  United 
Kingdom  Financial  Agreement  Act,  1946    $    82,985,000        $    63,761,000        $    44,174,000 

Deferred  interest  on  loans  to  The  St.  Lawrence 
Seaway    Authority    45.145,000  38,724,000  63,761,000 

Equity  in  agency  account  of  Crown  Assets  Dis- 
posal   Corporation    5,004,000  5,522,000  5,173,000 

Credits  arising  from  the  recording  of  agreements 
of  sale  of  Crown  assets  1,355,000  2,991,000  4,702,000 

Unamortized  premium   on  loans    1,157,000  —  — 

Other    balances    2,473,000  2,210,000  1,637,000 

$  138,119,000        $  113,208,000        $  119,447,000 
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The  increase  in  the  item  "Deferred  interest  on  loans  made  under  the  United  Kingdom 
Financial  Agreement  Act,  1946"  resulted  from  the  Government  of  the  United  Kingdom 
exercising  its  option,  for  the  second  time  since  1957,  to  defer  the  annual  instalment  of 
principal  and  interest  on  the  loans. 

The  St.  Lawrence  Seaway  Authority  paid  $9,399,000  on  account  of  interest  previously 
deferred,  while  payment  of  interest  for  the  year  1965,  amounting  to  $15,820,000,  was  in 
turn  deferred.  This  deferred  interest  is  payable  by  the  Authority  over  a  43-year  period 
commencing  in  1967,  along  with  repayments  of  principal. 

The  unamortized  premium  on  loans  relates  to  two  short-term  loans,  maturing  on 
April  1,  1969  and  October  1,  1969,  for  which  bonds  were  issued  during  the  year  at  a 
premium  of  $1,337,000.  This  premium  was  amortized  to  the  extent  of  $180,000,  the 
amortization  being  credited  to  interest  on  the  public  debt.  The  balance  is  to  be  amortized 
over  the  remaining  life  of  the  bonds. 

167.  Suspense  accounts.  This  item  showed  an  increase  of  $25,859,000  over  the  pre- 
vious year  due  largely  to  the  setting  up  for  the  first  time  of  a  provision  of  $14,972,000  for 
the  premium  payable  on  Canada  Savings  Bonds  maturing  November  1,  1968.  The  amount 
of  the  bonds  which  will  be  outstanding  at  that  time  is  estimated  at  $700  million  and  the 
premium  payable  at  $21  million.  This  premium  has  been  apportioned  on  a  time  basis  and 
the  part  attributable  to  the  period  November  1,  1959  (the  date  of  issue  of  the  bonds) 
to  March  31,  1966,  and  which  was  charged  to  expenditure  in  the  year,  amounted  to 
$14,972,000.  The  balance  of  $6,028,000  will  be  provided  in  equal  monthly  instalments  up 
to  the  date  of  maturity.  Also  included  under  this  heading  is  an  amount  of  $9,073,000 
received  from  sales  of  surplus  buildings,  materials,  etc.,  and  credited  to  a  special  account 
in  accordance  with  Department  of  National  Defence  Vote  48,  Appropriation  Act  No.  2, 
1966,  1966-67,  c.  3;  and  balances  of  $1,443,000  in  a  Department  of  Public  Works  special 
account,  being  the  unapplied  portion  of  the  contribution  of  the  City  of  Montreal  towards 
the  cost  of  an  ice  control  structure,  $1,202,000  in  the  Unclaimed  Cheques  account, 
$837,000  in  the  Hospital  Insurance-Outside  Canada  account,  and  $634,000  in  the  Na- 
tional Defence  Replacement  of  Materiel  account.  In  1965-66  the  proceeds  of  sales  of 
materiel  to  other  countries,  totalling  $1,102,000,  were  credited  to  the  Replacement  of 
Materiel  account  pursuant  to  section  11  of  the  National  Defence  Act,  R.S.,  c.  184,  while 
$1,034,000  for  procurement  of  replacement  materiel  was  charged  to  the  account. 

168.  Unmatured  debt.  A  summary  of  the  unmatured  debt  outstanding  at  March  31, 
1966,  in  comparison  with  balances  outstanding  at  the  close  of  the  two  previous  years, 
is  as  follows: 

March  31, 1966  March  31, 1965  March  31, 1964 


Bonds — 

Payable  in  Canada   $16,588,787,000  $16,461,809,000  $16,133,692,000 

Payable  in  New  York   371,000,000  376,405,000  376,405,000 

16,95.9,787,000  16,838^14000  16,510,097,000 

Treasury  bills  (not  exceeding  180  days)    .          2,150,000,000  2,140,000,000  2,230,000,000 


$  19,109,787,000       $  18,978,214,000       $  18,740,097.000 


120  AUDITOR  GENERAL'S  REPORT 

The  increase  of  $126,978,000  in  the  bonds  payable  in  Canada  is  the  amount  by  which 
new  borrowings  of  $2,614,370,000  exceeded  redemptions  of  $2,487,392,000.  Canada  Savings 
Bonds  accounted  for  $920,269,000  of  the  new  borrowings  and  $739,502,000  of  the  re- 
demptions. 

Issues  payable  in  New  York  were  valued  at  the  official  parity  rate  of  $1  U.S.= 
$1.08108  Canadian. 

It  has  always  been  the  practice  to  include  treasury  bills  and  bonds  maturing  within 
the  ensuing  fiscal  year  in  the  amount  shown  for  "Unmatured  debt"  along  with  issues 
maturing  at  later  dates.  In  addition  to  treasury  bills  of  $2,150  million  shown  in  the  above 
table  as  maturing  within  180  days,  the  following  issues,  all  payable  in  Canada,  fall  due 
in  1966-67: 

Loan  of  1965-66,  due  May  1,  1966  $  325,000,000 

Ninth  Victory  Loan  1945-66,  due  September  1,  1966   245,202,000 

Loan  of  1965-66,  due  September  1,  1966  205,000,000 

Canada  Savings  Bonds  1954-66,  due  November  1,  1966 23,837,000 

Loan  of  1961-66,  due  December  15,  1966  175,000,000 

Loan  of  1963/64-66,  due  December  15,  1966 125,000,000 

Loan  of  1965-66,  due  December  15,  1966  150,000,000 


$   1,249,039,000 


Net  Debt 

169.  With  the  Liabilities  amounting  to  $27,482,940,000  (paragraph  161)  and  the 
Assets  to  $11,939,492,000  (paragraph  149),  the  Net  Debt  at  March  31,  1966  was 
$15,543,448,000.  The  following  is  an  analysis  of  the  Net  Debt  Account  for  the  year: 

Balance,  April  1,  1965   $  15,504,473,000 

Deficit  for  the  year — 

Expenditure     $   7,734,795,000 

Revenue    7,695,820,000 

38,975,000 

Balance,  March  31,   1966    $  15,543,448,000 


Contingent  Liabilities 

170.  A  note  on  the  Statement  of  Assets  and  Liabilities  gives  the  totals  of  the  several 
classes  of  contingent  liabilities  at  the  year-end  and  refers  to  page  7.84  of  the  Public 
Accounts  (Volume  I)  where  details  are  to  be  found. 
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The  following  is  a  summary  of  the  main  contingent  liabilities  with  determinate 
amounts  outstanding  at  March  31,  1966  in  comparison  with  the  corresponding  amounts  at 
the  close  of  the  two  previous  years: 

March  31, 1966         March  31, 1965         March  31, 1964 

Insured    loans    made    by   approved    lenders 

under  the  National  Housing  Act,  1954  ...$  5,321,621,000  $  4,949,864,000  $  4,499,000,000 
Railway  securities  guaranteed  as  to  principal 

and    interest    1,331,548,000  1,368,298,000  1,377,611,000 

Deposits  maintained  by  the  chartered  banks 

in  the  Bank  of  Canada    1,031,322,000  897,218,000  840,037,000 

Guarantees  under  Export  Credits  Insurance 

Act,  Part  1    508,213,000  468,644,000  378,096,000 

Loans    made    by    chartered    banks    to    the 

Canadian    Wheat    Board    232,037,000  169,770,000  151,313,000 

Other   contingent   liabilities   of   determinate 

amount    227,994,000  112,248,000  82,217,000 

$   8,652,735,000        $   7,966,042,000        $   7,328,274,000 


Among  the  contingent  liabilities  of  indeterminate  amount  is  that  in  respect  of  loans 
made  by  approved  lending  institutions  under  National  Housing  Acts  prior  to  1954. 
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Comments  on  Assets  and  Liabilities 

171.  Section  64  of  the  Financial  Administration  Act  requires  that  there  be  included 
in  the  Public  Accounts  "a  statement,  certified  by  the  Auditor  General,  of  such  of  the 
assets  and  liabilities  of  Canada  as  in  the  opinion  of  the  Minister  [of  Finance]  are  required 
to  show  the  financial  position  of  Canada  as  at  the  termination  of  the  fiscal  year". 

172.  The  Statement  of  Assets  and  Liabilities  as  at  March  31,  1966  was  prepared  by 
the  Department  of  Finance  on  the  same  basis  as  in  previous  years,  the  following  explana- 
tion concerning  this  basis  being  included  in  the  introduction  to  the  Public  Accounts: 

With  certain  exceptions,  taxes  and  revenues  receivable,  revenue  and  other  asset  accruals 
and  inventories  of  materials,  supplies  and  equipment  are  not  recorded  as  assets  (except 
when  these  are  held  as  charges  against  working  capital  accounts  or  revolving  funds)  nor 
are  public  works  and  buildings  or  other  fixed  or  capital  assets.  Following  the  principle  that 
only  realizable  or  interest-  or  revenue-producing  assets  should  be  offset  against  the  gross 
liabilities,  costs  of  capital  works  are  charged  to  expenditures  at  the  time  of  acquisition  or 
construction.  Consequently,  government  buildings,  public  works,  national  monuments,  mili- 
tary assets  (such  as  aircraft,  naval  vessels,  and  army  equipment)  and  other  capital  works 
and  equipment  are  recorded  on  the  statement  of  assets  and  liabilities  at  a  nominal  value  of 
$1  as  the  value  is  not  considered  as  a  proper  offset  to  the  gross  liabilities  in  determining, 
the  net  debt  of  Canada. 

On  the  liabilities  side,  accrued  liabilities  (except  for  interest  accrued  on  the  public  debt) 
are  not  taken  into  account  in  determining  the  obligations  of  the  government.  However,  under 
section  35  of  the  Financial  Administration  Act,  liabilities  under  contracts  and  other  accounts1 
payable  at  March  31  if  paid  on  or  before  April  30  may  be  charged  to  the  accounts  for  the 
year.  These  are  recorded  as  accounts  payable  in  the  "Current  and  demand  liabilities" 
schedule  to  the  statement  of  assets  and  liabilities. 

This  explanation  reflects  a  policy  established  by  the  Minister  of  Finance  in  1920,  that 
assets  to  be  included  in  the  Statement  of  Assets  and  Liabilities  should  be  confined  to 
those  which  are  readily  convertible  or  which  are  revenue-producing.  The  Minister  had 
immediately  implemented  this  policy  by  removing  from  the  Statement  of  Assets  and 
Liabilities  a  substantial  amount  in  loans,  etc.,  which  could  not  meet  this  test. 

This  policy  has  been  followed  by  successive  Ministers  of  Finance  ever  since  but  a 
major  exception  was  introduced  in  1957-58  when  funds  required  by  the  National  Capita 
Commission  for  the  purchase  of  lands  in  the  Greenbelt  were  recorded  as  loans  to  the 
Commission  instead  of  budgetary  expenditure  as  had  formerly  been  the  case.  They  were 
given  the  appearance  of  being  revenue-producing  by  asking  Parliament  to  appropriat< 
money  to  the  National  Capital  Commission  with  which  to  pay  interest  on  the  loans.  Th( 
Public  Accounts  Committee,  which  holds  the  view  that  outlays  on  property  in  the  Green- 
belt  are  expenditures  of  the  Crown  rather  than  income-producing  investments,  has  or 
two  occasions  requested  the  Department  of  Finance  to  review  the  existing  practice  witl 
the  National  Capital  Commission  with  a  view  to  placing  the  financing  of  the  Commissior 
on  a  more  realistic  basis  (see  Appendix  1,  item  19). 

A  further  major  exception  to  the  policy  was  introduced  in  1964-65  when,  as  wa 
pointed  out  in  paragraph  55  of  our  1965  Report,  the  funds  required  by  the  Canadiai 
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Broadcasting  Corporation  to  meet  its  capital  expenditures  during  the  year  ended 
March  31,  1965  were  provided  by  means  of  loans  instead  of  grants  as  in  the  past.  Para- 
graph 54  of  this  Report  outlines  the  extent  to  which  this  practice  has  been  continued. 

Another  major  exception  to  this  policy  was  made  in  1965-66  when  the  grants  provided 
to  the  Canadian  Corporation  for  the  1967  World  Exhibition  became  exhausted  and 
Parliament  was  asked  to  approve  of  loans  to  the  Corporation  rather  than  additional 
grants  although  it  was  obvious  at  the  time,  because  of  the  deficit  forecast  for  the  Corpora- 
tion, that  a  substantial  portion  of  the  loans  could  never  be  repaid. 

In  its  Seventh  Report  1966  presented  to  the  House  on  October  26,  1966  the  Public 
Accounts  Committee  stated  that  it  was  disturbed  to  learn  that  not  only  was  no  review 
undertaken  by  the  Department  in  the  case  of  the  National  Capital  Commission  but  that 
the  practice  was  continued  and  further  extended  in  1964-65  when  the  House  was  asked  to 
approve  loans  to  the  Canadian  Broadcasting  Corporation.  The  Committee  reiterated  its 
opinion  that  "expenditures  of  this  type  are  not  loans  or  advances  which  can  or  should  be 
regarded  as  revenue-producing  assets  but  are  in  fact  grants  and  should  be  charged  directly 
to  budgetary  expenditure  in  the  Public  Accounts  of  Canada"  (see  Appendix  1,  item  41). 

With  respect  to  the  financing  of  the  Canadian  Corporation  for  the  1967  World  Exhi- 
bition, the  Committee  included  the  following  in  its  Seventh  Report: 

The  Committee  recommends  that  amendments  to  the  existing  legislation  be  placed 
before  Parliament  and  the  Legislature  of  the  Province  of  Quebec  so  that  the  additional 
grants  required  can  be  made  by  the  parties  concerned,  namely  Canada,  Quebec  and  the  City 
of  Montreal.  The  Committee  directs  the  attention  of  the  House  to  the  fact  that  unless  these 
additional  grants  are  provided,  the  Corporation's  presently  estimated  total  requirement  of 
$143  million  (less  $40  million  already  provided  by  Canada,  Quebec  and  Montreal)  will 
have  been  financed  by  loans  from  Canada  and  the  Corporation  will  be  burdened  with  the 
cost  of  additional  interest  and  at  the  conclusion  of  the  Exhibition  will  not  have  the  cash 
resources  necessary  for  payment  of  its  indebtedness  to  Canada.  (See  Appendix  1,  item  42.) 

Under  the  policy  outlined  at  the  beginning  of  this  section  the  cost  of  government 
buildings  and  other  public  works  undertaken  by  government  departments  is  charged  to 
expenditure  at  the  time  of  acquisition  or  construction  because  the  departments  are  de- 
pendent on  public  revenues  for  their  capital  needs.  The  two  Crown  corporations  referred 
to  above  are  also  dependent  on  public  revenues  for  their  capital  needs.  The  Canadian 
Corporation  for  the  1967  World  Exhibition  is  similarly  dependent  on  public  revenues  to 
cover  the  cost  of  its  residual  assets  estimated  at  $60  million  and  its  anticipated  deficit 
of  $83  million  (see  also  paragraph  56). 

173.  Accounts  receivable.  Taxes  and  sundry  accounts  receivable  are  not  recorded  as 
i  assets  in  the  Statement  of  Assets  and  Liabilities. 

Information  regarding  the  accounts  receivable  of  each  department  at  March  31,  in 
comparison  with  the  corresponding  total  at  the  close  of  the  preceding  year,  is  given  in  the 
'several  departmental  sections  of  Volume  II  of  the  Public  Accounts. 
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A  summary  of  the  accounts  receivable  totals  by  departments  is  included  as  Appendix 
13  on  page  9.26  of  Volume  I  of  the  Public  Accounts.  This  summary  shows  a  total  of 
$292,424,000  receivable  at  March  31,  1966  of  which  $1,127,000  is  shown  as  uncollectable. 
The  comparable  figures  for  the  previous  year  were  $264,521,000  and  $1,001,000  respec- 
tively. Uncollectable  accounts  of  the  Department  of  National  Revenue  amounting  to 
some  $43,562,000  at  March  31,  1966  have  not  been  segregated  in  the  summary. 

The  accounts  receivable  totals  reported  as  at  March  31,  1966  were  the  amounts 
remaining  after  certain  uncollectable  debts 

(a)  of  $1,000  or  less  had  been  deleted  from  the  accounts  under  authority  of  section  23  of 

the  Financial  Administration  Act,  and 
(6)  in  excess  of  $1,000  had  been  written  off  under  authority  of  Department  of  Finance  Vote 

16e,  Appropriation  Act  No.  4,  1966,  1966-67,  c.  6. 

A  summary  of  these  deletions  by  departments  follows: 

Deleted  under  authority  of 


Department 

Agriculture    

Finance    

Labour   

National   Defence    

National   Revenue — 

Customs  and  Excise  Division    

Taxation    Division    

Northern  Affairs  and  National  Resources. 

Post  Office    

Transport    

Veterans  Affairs  

Other     


F.A.  Act, 

Finance 

Total 

Items 

section  23 

Vote  16e 

deleted 

2 

$           991 

$       14,996 

$       15,987 

107 

27,332 

2,543 

29,875 

470 

17,402 

17,402 

450 

53,801 

27,367 

81,168 

831 

117,218 

868,695 

985,913 

9,012 

550,766 

550,766 

298 

10,096 

4,789 

14,885 

3 

252 

8,443 

8,695 

110 

2,888 

26,334 

29,222 

570 

138,082 

111,085 

249,167 

682 

19,376 

11,566 

30,942 

12,535 

$     938,204 

$  1,075,818 

$  2,014,022 

In  our  1965  Report  we  drew  attention  to  the  fact  that  some  departments  were  not 
keeping  their  accounts  receivable  records  accurately  and  efficiently  in  that  they  were  not 
maintaining  controlling  accounts  or  providing  for  an  effective  verification  of  the  accounts 
by  officers  other  than  those  responsible  for  keeping  them.  We  also  reported  that  the 
Treasury  Board  was  in  the  process  of  developing  a  policy  with  respect  to  revenue  control 
designed  to  eliminate  the  conditions  referred  to  by  the  Auditor  General,  the  Public 
Accounts  Committee  (in  its  Sixth  Report  1964)  and  by  the  Royal  Commission  on  Govern- 
ment Organization.  The  Treasury  Board  policy  was  not  completely  developed  until  early 
in  1966-67.  Thus  the  weaknesses  in  internal  control  continued  throughout  the  year. 

Included  in  the  accounts  receivable  were  amounts  totalling  $746,000  representing 
intra-  and  inter-departmental  accounts  which  should  have  been  settled  before  the  books 
were  closed  for  the  year.  The  accounts  had  not  been  settled  because  of 

(1)   delays  by  creditor  departments  in  submitting  billings, 
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(2)  delays  by  debtor  departments  in  processing  invoices,  and 

(3)  insufficient  funds  in  various  departmental  appropriations. 

174.  Accounts  receivable — Department  of  National  Revenue.  Of  $292  million  of 
accounts  receivable  at  March  31,  1966,  $255  million  was  applicable  to  the  Department  of 
National  Revenue.  With  the  co-operation  of  the  officials  of  the  Customs  and  Excise  Divi- 
sion and  the  Taxation  Division  of  the  Department,  analyses  have  been  prepared  showing 
the  nature  and  amounts  of  the  unpaid  accounts  of  these  Divisions. 

customs  and  excise  division. — The  following  is  a  summary  of  the  accounts  receiv- 
able of  this  Division  at  March  31,  1966  with  comparable  amounts  at  the  close  of  the 
previous  year: 

March  31, 1966    March  31, 1965 

Collectable — 

Excise   tax    $  12,673,000  $  11,381,000 

Duties  and  taxes  on  importations 11,990,000  1,227,000 

Customs    seizures    686,000  531,000 

Investigations     162,000  197,000 

Sundry     1,000  2,000 

25,512,000  13,338,000 

Uncollectable — 

Excise  tax  870,000  1,022,000 

Duties  and  taxes  on   importations    204,000  166,000 

Customs    seizures    46,000  47,000 

Investigations    —  3,000 

Sundry     4,000  4,000 

1,124,000  1,242,000 

$  26,636,000        $  14,580,000 


The  amount  of  $11,990,000  shown  above  for  duties  and  taxes  on  importations  in- 
cludes an  estimated  $10.2  million  owing  by  motor  vehicle  manufacturers  because  of  failure 
to  fully  comply  with  conditional  agreements  (see  also  paragraph  106).  The  uncollectable 
amount  of  $204,000  shown  under  this  category  is  the  result  of  errors  made  requiring  the 
passing  of  amending  entries,  and  of  tourist  exemptions  claimed  but  later  disallowed 
because  of  an  exemption  within  the  preceding  four  months. 

The  governing  legislation  does  not  require  that  interest  be  charged  by  the  Division 
on  overdue  accounts  except  in  the  case  of  amounts  owing  by  excise  tax  licensees. 

In  our  Report  last  year  (paragraph  169)  we  stated  that  the  Division  was  preparing 
to  extend  the  system  of  accounts  receivable  control  accounts  to  include  all  receivables. 
However,  this  has  not  yet  been  fully  accomplished.  Furthermore,  the  Division  is  still 
unable  to  supply  an  aging  of  their  accounts.  We  understand  that  substantial  progress  in 
this  regard  is  expected  by  March  31,  1967. 
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taxation  division. — The  following  is  a  summary  of  the  accounts  receivable  of  this 
Division  at  March  31,  1966  with  comparable  amounts  at  the  close  of  the  previous  year: 

March  31,  1966        March  31,  1965 


Income  tax — 

Individuals    $  126,077,000  $  121,659,000 

Corporations    71,189,000  66,907,000 

Tax  deductions  and  non-residents  11,370,000  11,065,000 

Deferred  tax 5,860,000  6,238,000 

214496,000  205,869,000 

Estate  tax  and  succession  duty  13,577,000  14,345,000 

Provincial  income  tax  30,000  42,000 

Sundry   accounts    2,000  3,000 


228,105,000  $  220,259,000 


Only  $50  million,  or  22%  of  the  total  of  $228  million  shown  above,  represents  current 
collectable  accounts.  The  remainder,  $178  million  (over  113,000  accounts),  had  not  been 
collected  for  the  following  reasons: 


March  31, 1966      March  31, 1965 


1.  Under  appeal   $    85,984,000        $    75,102,000 

There  were  894  accounts  under  appeal  at 
March  31,  1966.  Section  51  of  the  Income  Tax 
Act,  R.S.,  c.  148,  provides  that  "the  taxpayer 
shall,  within  30  days  from  the  day  of  mailing 
of  the  notice  of  assessment,  pay  to  the  Receiver 
General  of  Canada  any  part  of  the  assessed  tax, 
interest  and  penalties  then  remaining  unpaid, 
whether  or  not  an  objection  to  or  appeal  from 
the  assessment  is  outstanding".  Information  as 
to  the  number  of  accounts  which  are  secured  or 
partially  secured  was  not  available  at  the  head 
office  of  the  Division. 

2.  Uncollectable    42,438,000  45,095,000 

There  were  23,540  uncollectable  accounts  at 
March  31,  1966  of  which  5,510  totalling 
$10,578,000  were  accounts  in  bankruptcy. 
During  the  year  9,012  accounts  amounting  to 
$550,766  were  written  off. 

3.  Current  assessments   27,248,000  30,719,000 

This  amount  represents  73,536  accounts  for 
recent  assessments  and  re-assessments  the  bulk 
of  which  were  not  due  until  April  30,  1966. 

4.  Duplicate  assessments   3,058,000  5,000,000 

This  is  the  total  of  35  duplicate  assessments 
which  it  was  deemed  necessary  to  raise  against 
individuals  or  corporations  with  whom  the 
originally  assessed  taxpayer  may  be  associated 
or  to  whom  he  might  transfer  assets. 
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5.  Temporarily  uncollectable  13,922,000  14,951,000 

There  are  15,031  accounts  in  this  category  rep- 
resenting taxpayers  who  are  unemployed,  in 
jail,  non-residents  expected  to  return  to  Canada, 
operators  and  employees  of  seasonal  businesses, 
self-employed,  persons  receiving  foreign  income 
who  at  present  are  immune  to  the  collection 
process,  or  who  are  unable  to  pay  now  but 
whose  financial  circumstances  are  likely  to 
improve. 

6.  Deferred  tax 5,860,000  6,238,000 

In  accordance  with  section  13  of  the  Income 
War  Tax  Act,  1943-44,  c.  14,  the  deferred  tax 
is  collectable  only  on  the  death  of  the  tax- 
payer. The  taxpayer  had  the  option  of  paying 
part  of  the  1942  tax  at  a  discount  or  having 
the  executors  pay  it  from  his  estate. 

7.  Provincial  income  tax   30,000  42,000 

This  amount  which  is  now  regarded  as  uncol- 
lectable, represents  the  balance  of  1939-40  pro- 
vincial income  tax  arrears  for  Quebec  and 
Ontario  transferred  to  the  Federal  Government 
for  collection  under  authority  of  the  Dominion- 
Provincial  Taxation  Agreement  Act,  1942, 
1942-43,  c.  13. 


$  178,540,000        $  177,147,000 


We  repeat  the  opinion  expressed  in  last  year's  Report  (paragraph  169)  that  analyses 
or  details  of  larger  groupings  of  debts  due  to  the  Crown  should  be  prepared  by  the  depart- 
ments responsible  and  made  available  to  Parliament  each  year  through  the  medium  of 
the  Public  Accounts  or  in  the  departmental  annual  reports. 

175.  Accounts  receivable — Department  of  Defence  Production.  The  accounts  receiv- 
able of  this  Department  are  shown  in  the  Public  Accounts  as  amounting  to  $285,023  of 
which  $259,133  is  recorded  as  being  uncollectable.  Not  included  in  this  total  is  an  amount 
of  $196,713  owing  to  the  Department  by  corporations  with  respect  to  capital  assistance 
provided  from  the  Department's  annual  appropriation  for  the  establishment  of  qualified 
sources  for  the  production  of  component  parts  and  materials. 

176.  Accounts  receivable — Department  of  Northern  Affairs  and  National  Resources. 
The  accounts  receivable  of  this  Department  amounted  to  $1,347,000  at  March  31,  1966 
and  included  uncollectable  accounts  amounting  to  $106,000.  Our  examination  of  the 
accounts  receivable  of  this  Department  at  March  31,  1965  revealed  a  substantial  number 
of  errors  which  were  corrected  prior  to  the  publication  of  the  Public  Accounts  for  1964-65. 
A.  further  and  more  detailed  examination  was  later  undertaken  to  establish  the  underlying 
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causes  of  these  errors.  On  April  1,  1966  we  informed  the  Department  that  there  appeared 
to  be  a  lack  of  understanding  as  to  what  constituted  accounts  receivable  due  the  Crown 
and  a  lack  of  uniformity  of  procedures  indicating  need  for  more  effective  controls,  more 
specific  direction  and  closer  supervision.  It  appeared  that  maintenance  of  these  accounts 
was  not  taken  seriously  because  of  their  memorandum  status. 

The  Department  advised  us  on  May  6  that  our  comments  were  viewed  with  concern 
and  that  a  review  of  accounts  receivable  procedures  had  been  found  necessary  because 
many  of  the  existing  systems  and  procedures  were  outdated.  After  modifications  and  the 
benefit  of  a  further  few  months  experience,  the  Department  proposed  to  have  a  more 
exhaustive  review  of  the  complete  system  undertaken. 

Although  the  accounts  receivable  as  at  March  31,  1966  were  compiled  after  this 
exchange  of  correspondence,  they  were  again  found  not  to  have  received  the  attention 
they  deserved.  Furthermore,  it  was  apparent  that  collection  procedures  with  respect  to 
amounts  owing  to  the  Department,  frequently  by  other  departments,  had  not  been 
tightened  up.  These  matters  have  again  been  drawn  to  the  attention  of  the  Department. 

Included  in  the  accounts  owing  to  the  Department  is  an  amount  of  $225,000  ad- 
vanced to  the  Banff  Recreational  Centre  in  1961-62  as  a  loan  to  be  used  in  the  construc- 
tion of  a  building  costing  $334,000  suitable  for  use  as  a  curling  rink.  The  loan  is  repayable 
in  twenty  equal  annual  instalments  commencing  November  1,  1966,  with  interest  at  b\% 
payable  annually.  The  operation  of  the  Centre  has  failed  to  produce  sufficient  revenue  to 
permit  the  payment  of  interest  which  was  in  arrears  to  the  extent  of  $44,000  at  March  31, 
1966. 

The  Centre  had  agreed  to  provide  ice-making  equipment  and  to  operate  and  main- 
tain the  building,  furnishings  and  equipment.  It  was  unable  to  pay  the  balance  owing  on 
ice-making  equipment  and  in  July  1965,  with  Treasury  Board  approval,  the  Department 
paid  an  amount  of  $32,100  as  a  charge  to  Department  of  Northern  Affairs  and  National 
Resources  Vote  20  to  liquidate  this  liability.  In  seeking  Executive  authority  for  the  pay- 
ment, the  Department  informed  the  Board  that  it  would  be  made  subject  to  the  Centre 
giving  some  assurance  that  it  would  assume  responsibility  for  the  curling  rink  and  meet 
its  other  obligations;  that  if  these  obligations  were  not  met  the  rink  would  be  closed  until 
such  time  as  the  community  made  reasonable  proposals  for  taking  over  its  operation. 

A  further  item  of  expense  to  the  Department  in  connection  with  the  Centre  was  part 
of  a  $4,300  outlay  in  1964  to  management  consultants  for  a  study  of  ways  and  means  of 
placing  it,  and  the  Jasper  Recreation  Commission  (see  paragraph  181)  on  a  sounder 
economic  footing.  The  consultants  confirmed  that  the  pattern  of  operation  was  such  that 
the  Centre  was  unable  to  meet  its  loan  commitments  to  the  Federal  Government. 

177.  Cash  on  deposit  in  chartered  banks.  Included  in  the  item  "Current  assets"  is  an 
amount  of  $635  million  on  deposit  in  bank  accounts.  Of  this  amount,  $548  million  was  on 
deposit  in  the  chartered  banks  in  Canada,  $74  million  in  the  Bank  of  Canada  and  $13 
million  in  banks  in  London,  New  York,  Paris  and  Bonn. 
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The  balances  on  deposit  in  foreign  bank  accounts  are  working  balances  against  which 
cheques  are  drawn  and  which  do  not  earn  interest.  The  Bank  of  Canada,  in  accordance 
with  the  provisions  of  section  19(e)  of  the  Bank  of  Canada  Act,  R.S.,  c.  13,  does  not  pay 
interest  on  deposits.  However,  profits  of  the  Bank  of  Canada  are  paid  to  the  Receiver 
General  and  placed  to  the  credit  of  the  Consolidated  Revenue  Fund. 

Balances  on  deposit  in  the  chartered  banks  in  Canada  in  excess  of  $100  million  earn 
interest  on  the  minimum  weekly  balances  at  the  weekly  average  accepted  treasury  bill 
tender  rate  for  the  three  months  treasury  bills,  less  10%.  As  in  previous  years,  no  interest 
was  received  on  the  aggregate  of  $100  million  which  was  kept  on  deposit  in  the  chartered 
banks  throughout  the  year  1965-66  (see  also  paragraph  62). 

178.  Departmental  working  capital  advances.  This  item  appearing  in  the  Statement 
of  Assets  and  Liabilities  under  "Current  assets"  includes  a  number  of  revolving  funds 
established  by  various  appropriation  Acts  and  other  legislation.  Subject  to  any  special 
provisions  in  the  establishing  legislation,  the  operation  of  revolving  funds  is  in  general 
governed  by  the  provisions  of  sections  58,  59  and  60  of  the  Financial  Administration  Act. 
These  sections  specify  the  charges  and  credits  which  may  be  made  to  a  revolving  fund 
and  the  composition  of  the  balance  of  the  fund  at  the  year-end,  in  which  connection 
section  58(5)  states  as  follows: 

At  the  end  of  each  fiscal  year  the  value  of  the  inventory  held  and  accounts  receivable 
in  respect  of  the  operations  of  a  revolving  fund  shall  be  determined  in  accordance  with 
regulations  of  the  Treasury  Board,  and  if  such  value  added  to  the  receipts  shown  in  the 
revolving  fund,  exceeds  the  total  of  expenditures  shown  in  the  revolving  fund  and  liabilities 
in  respect  of  operations  of  the  revolving  fund  then  due  and  payable,  the  excess  shall  be 
transferred  from  the  revolving  fund  as  revenue,  but  if  the  value  is  less  no  amount  may  be 
credited  to  the  revolving  fund  to  meet  the  deficiency  except  with  the  authority  of  Parlia- 
ment. 

The  Royal  Commission  on  Government  Organization  recommended  that  the  use 
of  revolving  funds  be  increased  to  encourage  business-type  budgeting  and  reporting,  to 
improve  accounting  for  inventories  and  to  simplify  certain  problems  created  by  annual 
appropriations.  A  study  of  the  use  of  revolving  funds  in  the  government  service  was 
subsequently  undertaken  by  the  Accounting  Advisory  Service  of  the  Comptroller  of  the 
Treasury  in  co-operation  with  the  Inter-departmental  Committee  on  Revolving  Funds 
and  members  of  the  Treasury  Board  staff. 

As  a  result  of  this  study  the  Treasury  Board  issued  a  Management  Improvement 
Policy  circular  (MI-5-66,  dated  April  28,  1966)  the  objective  of  which  is  "to  regulate  the 
establishment  and  operation  of  working  capital  advances,  subject  to  any  act  of  Parlia- 
ment". This  circular  encourages  a  considerably  broader  use  of  revolving  funds  than  that 
contemplated  by  the  existing  legislation.  For  instance,  section  11  of  the  circular  states,  in 
part,  that  "when  requesting  the  establishment  of,  or  an  amendment  to,  a  working  capital 
advance,  it  may  be  desirable,  considering  the  nature  of  the  advance  and  in  the  interests 
of  flexibility  of  operations,  for  departments  to  request  authorization  in  respect  to  that 
advance,  that  (a)  surpluses  or  portions  thereof,  be  carried  over  to  subsequent  years;  .  .  . 
and  (d)  capital  equipment,  used  in  an  operation  controlled  by  an  advance,  be  financed 
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from  the  resources  of  the  advance  so  that  the  cost  of  the  equipment  is  recovered  over 
its  useful  life  through  charges  made  for  services  rendered  or  goods  supplied." 

During  our  audit  certain  instances  were  noted  where  the  use  made  of  working  capital 
advances  did  not  appear  to  be  in  keeping  with  the  original  intent  of  the  governing  legis- 
lation. Examples  are: 

(1)  During  the  year  the  Queen's  Printer's  Advance  Account  was,  for  the  first  time,  charged 
with  equipment  acquired  at  a  cost  of  $287,093 — formerly  such  charges  were  made 
against  special  appropriations  for  that  purpose.  Section  37  of  the  Public  Printing  and 
Stationery  Act,  R.S.,  c.  226,  provides  for  advances  to  enable  the  Queen's  Printer  "to 
purchase  material  for  the  execution  of  orders  .  .  .",  and  the  Deputy  Attorney  General 
has  expressed  the  opinion  that  the  term  material  is  sufficiently  broad  to  include  equip- 
ment. Such  an  interpretation  of  the  word  material  would  appear  to  be  too  broad  when 
related  to  capital  equipment  having  a  useful  life  of  many  years. 

(2)  The  National  Film  Board  Operating  Account  which  was  established  by  section  18  of  the 
National  Film  Act,  R.S.,  c.  185,  has  been  used  to  finance  the  purchase  of  equipment 
for  the  Canadian  Government  Photo  Centre  under  the  authority  of  Vote  L30,  Appropria- 
tion Act  No.  5,  1963,  1963,  c.  42,  to  the  extent  of  $155,378  up  to  March  31,  1966,  of 
which  $15,883  was  recovered  through  charges  for  services  rendered. 

(3)  Vote  L99e,  Appropriation  Act  No.  4,  1966,  1966-67,  c.  6,  authorized  "the  operation  of 
a  working  capital  advance  account  in  the  current  and  subsequent  fiscal  years  in  accord- 
ance with  terms  and  conditions  approved  by  Treasury  Board  for  the  purpose  of  provid- 
ing data  processing  and  related  services  to  federal  government  departments  and  agencies, 
the  cost  of  such  services  to  be  charged  to  the  account  and  the  amounts  received  in 

payment  of  such  services  to  be  credited  thereto; ".  The  1966-67  budget  of  the 

Central  Data  Processing  Service  Bureau,  as  approved  by  the  Treasury  Board,  provides 
for  capital  expenditures  of  $60,000  and  an  initial  loss  on  operations  of  the  Bureau  of 
$290,000  which  it  is  proposed  to  carry  over  to  subsequent  years  when  it  is  expected 
they  will  be  recovered  from  user  departments  and  agencies  through  the  schedule  of 
charges  for  services  rendered. 

As  stated  earlier,  the  year-end  balances  in  the  working  capital  advance  accounts  are 
included  in  the  Statement  of  Assets  and  Liabilities  under  "Current  assets"  in  the  item 
"Departmental  working  capital  advances".  Obviously  those  portions  of  the  balances 
which  are  represented  by  unrecovered  expenditure  on  capital  equipment  and  by  operating 
deficiencies  carried  over  to  subsequent  years  are  not  of  a  current  nature.  Consideration 
should  be  given  to  the  classification  of  these  balances  for  statement  purposes. 

Consideration  should  also  be  given  to  amendments  to  the  Financial  Administration 
Act  to  bring  the  sections  governing  the  operation  of  revolving  funds  into  line  with  the 
new  concept  of  these  as  departmental  working  capital  advances. 

179.  Loans  to  national  governments.  During  the  year  a  policy  was  adopted  of  mak- 
ing loans  to  assist  developing  countries.  At  March  31,  1966,  $5,256,000  had  been  ad- 
vanced to  four  developing  countries  of  which  $3,255,000  was  advanced  to  three  of  the 
countries  repayable  over  a  period  of  50  years  at  an  interest  rate  of  f  of  1%  per  annum. 
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180.  Other  loans  and  investments — Department  of  Mines  and  Technical  Surveys. 
The  Coal  Production  Assistance  Act,  R.S.,  c.  173,  administered  by  the  Dominion  Coal 
Board,  provides  for  loans  to  coal  producers  for  the  purpose  of  increasing  the  efficiency 
of  the  producers'  operations  by  means  of  mechanization.  From  the  enactment  of  this 
legislation  in  1949  to  March  31,  1966,  loans  of  $13,093,005  were  granted,  of  which 
$6,675,943  was  outstanding  at  the  year-end.  Four  producers  were  then  in  arrears  in  their 
repayments  to  the  extent  of  $1,317,968,  of  which  $1,255,006  was  owed  by  one  company. 
This  company,  obligated  by  its  agreement  with  the  Crown  to  make  semi-annual  repay- 
ments of  principal  based  on  30  cents  per  ton  produced  in  the  six  months  preceding  each 
June  30  and  December  31,  had  not  paid  any  instalments  since  1964.  The  company 
was  also  in  arrears  for  the  same  period  to  the  extent  of  $277,291  with  regard  to  interest 
so  that  the  total  amount  owing  at  March  31,  1966  was  $1,532/297.  During  the  year  the 
company  received  $13,656,835  under  the  statutory  provision  for  payments  in  connection 
with  the  movements  of  coal  but  recovery  of  the  outstanding  indebtedness  by  set-off  was 
evidently  not  considered. 

181.  Other  loans  and  investments — Department  of  Northern  Affairs  and  National 
Resources.  In  1961  the  Department  of  Northern  Affairs  and  National  Resources  obtained 
Executive  authority  to  loan  $44,570  to  the  Jasper  Recreation  Commission,  a  body  cor- 
porate under  the  Societies  Act  of  the  Province  of  Alberta,  to  assist  in  financing  the  con- 
struction of  an  ice  arena  in  the  Townsite  of  Jasper.  The  loan  was  made  through  specific 
appropriations  of  $25,000  in  1961  and  $19,570  in  1963. 

Under  the  loan  agreement  entered  into  in  1961  the  Commission  became  obligated  to 
repay  the  loan  in  twenty  equal  annual  instalments  of  principal  and  interest  at  the  rate 
of  5^%  per  annum.  No  payments  of  either  principal  or  interest  have  been  made  and  in 
1964  management  consultants  retained  by  the  Department  to  study  ways  and  means  of 
placing  the  Commission  on  a  sounder  economic  footing  reported  that  the  pattern  of  oper- 
ations was  such  that  the  Commission  was  not  in  a  position  to  meet  its  loan  commitments. 

In  1965  the  Treasury  Board  approved  of  the  cancellation  of  the  loan  agreement 
and  the  write-off  of  both  the  loan  of  $44,570  and  interest  accrued  to  the  date  of  write-off. 
Pending  parliamentary  authority  to  delete  the  indebtedness,  the  outstanding  loan  appears 
as  an  asset.  Accrued  interest  of  $9,773  is  included  in  the  memorandum  accounts  receivable 
of  the  Department  of  Northern  Affairs  and  National  Resources. 

182.  Suspense  Accounts — Department  of  National  Defence — Surplus  Crown  Assets. 
Included  with  the  liability  suspense  items  is  an  account  authorized  by  Department  of 
National  Defence  Vote  48,  Appropriation  Act  No.  2,  1966,  1966-67,  c.3.  The  vote  author- 
izes payment  into  a  special  account  in  the  Consolidated  Revenue  Fund  of 

(a)  all  revenues  received  during  the  current  and  subsequent  fiscal  years  from  the  sale  of 
surplus  materials,  supplies  and  equipment,  and 

(6)  revenues  received  during  the  current  and  subsequent  fiscal  years  from  the  sale  during 
the  current  fiscal  year  of  surplus  buildings,  works  and  land  not  exceeding  an  aggregate 
amount  of  $5  million, 
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and  expenditures  from  the  special  account  during  the  current  and  subsequent  fiscal  years, 
subject  to  the  approval  of  Treasury  Board,  for  any  of  the  purposes  of  the  Department  of 
National  Defence. 

Payments  into  this  account  during  the  year  amounted  to  $9,073,000  of  which 
$6,554,000  was  from  sales  of  surplus  materials,  supplies  and  equipment,  and  $2,519,000 
was  from  sales  of  surplus  buildings,  works  and  land.  As  there  were  no  expenditures,  the 
balance  at  the  year-end  was  $9,073,000.  Funds  from  this  account  may  be  used,  with  the 
approval  of  the  Treasury  Board,  to  supplement  votes  of  the  Department  of  National 
Defence. 
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183.  Section  85  of  the  Financial  Administration  Act  requires  that  each  Crown  cor- 
poration prepare,  in  respect  of  each  financial  year,  a  balance  sheet,  a  statement  of  income 
and  expense  and  a  statement  of  surplus  containing  such  information  as,  in  the  case  of  a 
company  incorporated  under  the  Canada  Corporations  Act,  R.S.,  c.53,  is  required  to  be 
laid  before  the  company  by  the  directors  at  an  annual  meeting. 

184.  Section  87  of  the  Financial  Administration  Act  requires  the  auditor  of  a  Crown 
corporation  to  report  annually  to  the  appropriate  Minister  the  result  of  his  examination 
of  the  accounts  and  financial  statements  of  the  corporation  and  to  state  in  his  report 
whether  in  his  opinion : 

(a)  proper  books  of  account  have  been  kept  by  the  corporation; 

(b)  the  financial  statements  of  the  corporation 

(i)  were  prepared  on  a  basis  consistent  with  that  of  the  preceding  year  and  are  in 
agreement  with  the  books  of  account, 

(ii)  in  the  case  of  the  balance  sheet,  give  a  true  and  fair  view  of  the  state  of  the  cor- 
poration's affairs  as  at  the  end  of  the  financial  year,  and 
(iii)   in  the  case  of  the  statement  of  income  and  expense,  give  a  true  and  fair  view  of  the 
income  and  expense  of  the  corporation  for  the  financial  year;  and 

(c)  the  transactions  of  the  corporation  that  have  come  under  his  notice  have  been  within 
the  powers  of  the  corporation  under  this  Act  and  any  other  Act  applicable  to  the 
corporation. 

In  addition,  the  auditor  is  required  to  call  attention  to  any  other  matter  falling  within 
the  scope  of  his  examination  that  in  his  opinion  should  be  brought  to  the  attention  of 
Parliament. 

185.  Section  87  of  the  Act  further  requires  that  the  annual  report  of  the  auditor 
be  included  in  the  annual  report  of  each  corporation,  and  section  85  directs  that  such 
annual  report  be  laid  before  Parliament  by  the  appropriate  Minister  within  fifteen  days 
after  he  receives  it  from  the  corporation  or,  if  Parliament  is  not  in  session,  within  fifteen 
days  after  the  commencement  of  the  next  ensuing  session. 

The  financial  statements  of  the  various  corporations,  together  with  the  related  audit 
reports,  are  published  in  Volume  III  of  the  Public  Accounts. 

186.  Crown  corporations  classed  as  "agency"  or  "proprietary"  corporations  are 
listed  in  Schedules  "C"  and  "D"  to  the  Financial  Administration  Act.  Those  in  the 
former  class  are  responsible,  in  general,  for  the  management  of  procurement,  construc- 
tion, service  and  disposal  activities  on  behalf  of  the  Crown.  Those  in  the  latter  class  are 
responsible  for  the  management  of  lending  or  financial  operations  or  for  the  management 
of  commercial  and  industrial  operations  involving  the  production  of  or  dealing  in  goods 
and  the  supplying  of  services  to  the  public. 
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187.  The  Auditor  General  is  the  auditor  of  the  following  Crown  corporations  whose 
accounts  and  financial  statements  were  examined  for  their  financial  years  terminating 
during,  or  coinciding  with,  the  fiscal  year  ended  March  31,  1966: 

Corporation  Class  Reporting  Minister 

Atomic  Energy  of  Canada  Limited Agency  Mines  and  Technical  Surveys 

Canadian  Arsenals  Limited   Agency  Industry 

Canadian  Broadcasting  Corporation   Proprietary  Secretary  of  State 

Canadian  Commercial  Corporation Agency  Industry 

Canadian   Corporation   for   the   1967   World 

Exhibition  Trade  and  Commerce 

Canadian    National    (West   Indies)    Steam- 
ships, Limited Agency  Transport 

Canadian  Overseas  Telecommunication  Cor- 
poration       Proprietary    Transport 

Canadian  Patents  and  Development  Limited .     Agency  Chairman  of  the  Committee  of 

the  Privy  Council  on  Scientific 
and  Industrial  Research 

Centennial  Commission   Agency  Secretary  of  State 

Cornwall     International     Bridge     Company 

Limited    Proprietary    Transport 

Crown  Assets  Disposal  Corporation   Agency  Industry 

Defence  Construction  (1951)  Limited Agency  National  Defence 

Eldorado  Aviation  Limited    Proprietary  Mines  and  Technical  Surveys 

Eldorado  Mining  and  Refining  Limited  ....  Proprietary  Mines  and  Technical  Surveys 

Export  Credits  Insurance  Corporation   ....  Proprietary  Trade  and  Commerce 

Farm  Credit  Corporation  Proprietary  Agriculture 

The  National  Battlefields  Commission   ....     Agency  Northern  Affairs  and  National 

Resources 

National  Capital  Commission   Agency  Public  Works 

National  Harbours  Board Agency  Transport 

Northern  Canada  Power  Commission Agency  Northern  Affairs  and  National 

Resources 
Northern    Ontario    Pipe    Line    Crown   Cor- 
poration    Mines  and  Technical  Surveys 

Northern  Transportation  Company  Limited.     Proprietary    Northern  Affairs  and  National 

Resources 

Park  Steamship  Company  Limited Agency  Transport 

Polymer  Corporation  Limited  and  subsidiary 

companies   Proprietary    Industry 

The  St.  Lawrence  Seaway  Authority Proprietary    Transport 

The  Seaway  International  Bridge  Corpora- 
tion, Ltd Proprietary    Transport 
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188.  Since  the  Auditor  General  has  not  been  appointed  the  auditor  or  the  joint 
auditor  of  the  following  Crown  corporations  and  public  instrumentalities  their  accounts 
were  not  examined  by  him  during  the  year: 

Corporation  or  Instrumentality  Class        Reporting  Minister 

Air  Canada Proprietary    Transport 

Bank  of  Canada  Finance 

Canadian  National  Railways   Proprietary    Transport 

The  Canadian  National  Railways  Securities 

Trust    Proprietary    Transport 

The  Canadian  Wheat  Board Finance 

Central  Mortgage  and  Housing  Corporation.  Proprietary     Hon.  J.  R.  Nicholson 

Industrial  Development  Bank  Finance 

In  its  Third  Report  1966  (see  Appendix  1,  item  29)  the  Public  Accounts  Committee 
again  recommended  that  the  Auditor  General  be  appointed  the  auditor  or  the  joint  audi- 
tor of  these  corporations  or  instrumentalities. 

189.  The  paragraphs  that  follow  deal  with  the  various  corporations  audited  by  the 
Auditor  General.  In  each  case  an  introductory  comment  describes  briefly  the  origin  of  the 
corporation  and  the  nature  of  its  activity,  and  this  is  followed  by  comments  regarding  the 
Crown's  equity  in  the  corporation,  a  summary  of  the  operations  for  the  year  in  com- 
parison with  the  preceding  year,  and  any  other  matter  which  might  be  of  interest  to  the 
House  of  Commons. 

190.  Atomic  Energy  of  Canada  Limited.  This  Company  was  incorporated  in  1952 
under  the  Canada  Corporations  Act,  R.S.,  c.53,  pursuant  to  authority  contained  in  the 
Atomic  Energy  Control  Act,  R.S.,  c.ll,  to  carry  out  research  and  development  in  nuclear 
power  technology  and  allied  fields  and  to  promote  uses  of  atomic  energy. 

The  head  office  of  the  Company  is  in  Ottawa.  Nuclear  reactors  and  research  and 
development  laboratories  are  maintained  at  Chalk  River,  Ont.,  and  at  the  Whiteshell 
establishment  in  Manitoba.  The  reactor  at  Whiteshell  came  into  service  in  the  fall  of 
1965.  Shopping  centres,  housing,  staff  hotels,  and  hospitals  at  Deep  River,  Ont.,  and 
Pinawa,  Man.,  were  constructed  for  the  employees  of  the  Chalk  River  nuclear  laboratories 
and  the  Whiteshell  establishment.  A  Power  Projects  group,  located  in  Toronto,  is 
responsible  for  the  engineering,  development,  construction  and  management  of  nuclear 
power  generating  projects.  Radioisotopes  produced  in  the  Company's  reactors  and  equip- 
ment designed  and  built  by  the  Company  to  use  these  radioisotopes  are  marketed 
throughout  the  world. 

A  nuclear  power  demonstration  station  at  Rolphton,  Ont.,  built  as  a  co-operative 
project  by  the  Company,  the  Hydro-Electric  Power  Commission  of  Ontario  and  Canadian 
General  Electric  Company  Limited  came  into  operation  in  1962.  Canada's  first  full-scale 
nuclear  power  generating  station,  scheduled  for  completion  in  1966,  is  under  construction 
by  the  Company  in  co-operation  with  the  Hydro-Electric  Power  Commission  of  Ontario, 
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at  Douglas  Point,  Ont.  The  Company  is  also  sharing,  with  the  Hydro-Electric  Power 
Commission  of  Ontario  and  the  Province  of  Ontario,  in  the  capital  cost  of  a  nuclear  elec- 
tric generating  station  being  constructed  at  Pickering,  Ont.  Upon  completion,  owner- 
ship will  vest  in  the  Hydro-Electric  Power  Commission  of  Ontario  with  the  Company's 
share  of  the  cost  to  be  repaid  in  accordance  with  an  agreed  formula. 

The  accumulated  costs  of  the  Company's  research  facilities  at  Chalk  River,  Rolphton, 
Toronto  and  Whiteshell,  charged  to  research  expense  and  financed  by  parliamentary 
appropriations,  amounted  to  $190,694,000  at  March  31,  1966.  The  costs  of  the  Douglas 
Point  generating  station  and  the  Company's  share  of  the  Pickering  generating  station 
amounting  to  $53,564,000  and  $2,405,000  respectively  at  March  31,  1966  have  been 
financed  by  Government  of  Canada  loans. 

The  Crown's  equity  in  the  Company  at  March  31,  1966  totalled  $85,601,000  compris- 
ing: loans  for  the  Douglas  Point  generating  station,  $52,883,000,  Pickering  generating 
station,  $2,421,000,  and  housing  and  an  engineering  design  building,  $12,528,000;  capital 
stock,  $15,000,000;  and  retained  earnings,  $2,769,000. 

A  comparative  summary  of  income  and  expense  for  the  past  two  years  follows: 

Year  ended  March  31 

1966  1965 

Research  Program 

Operating   expense    $  45,578,000        $  38,445,000 

Gross    income    from    housing    accommodation,    hospitals,    trans- 
portation,  sales  of  steam,   etc 5,888,000  3,594,000 

Excess  of   expense   over  income,   provided   for   by   parliamentary 

appropriations     $  39,690,000        $  34,851,000 

Capital  expense,  provided  for  by: 

Parliamentary    appropriation    $  12,977,000        $  10,307.000 

Retained     earnings     1,277,000  7,020,000 

$  14,254,000        $  17,327,000 

Commercial  Operations 
Income     $    6,656,000        $    7,416,000 

Expense : 

Cost   of   sales    2,954,000  3,680,000 

Research,   selling   and    administrative    3,427,000  3,074,000 

6,381,000  6,754,000 

Excess  of  income  over  expense    $       275,000        $       662,000 


The  increase  of  $7,133,000  in  research  operating  expenses  resulted  from  accelerated 
activities  of  the  Company,  reflected  mainly  by  increases  in  salaries  and  wages  including 
welfare  benefits,  $2,815,000,  professional  and  special  services,  $1,117,000,  research  and 
development  contracts,  $861,000,  and  materials  and  supplies,  $778,000. 
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191.  Canadian  Arsenals  Limited.  This  Company,  with  its  head  office  in  Ottawa, 
was  incorporated  under  the  Canada  Corporations  Act,  R.S.,  c.53,  pursuant  to  authority- 
contained  in  the  Department  of  Reconstruction  Act,  1944,  c.18.  The  main  objects  of  the 
Company  are  the  operation,  maintenance  and  supervision  of  arsenals  and  other  plants 
for  the  production  of  military  stores  and  equipment,  including  the  maintenance  of 
physical  facilities  and  manufacturing  skills  so  that  the  operations  may  be  expanded  on 
short  notice. 

The  Company's  sales  reached  a  peak  in  1954-55  when  Korean  war  contracts  were 
still  being  completed.  Except  for  a  minor  increase  in  1961-62,  there  has  been  a  steady 
decline  in  sales  from  $80  million  in  1954-55  to  $7.3  million  in  1965-66.  During  1965-66  the 
Government  sold  the  plants  at  Shawinigan,  Que.,  Beloeil,  Que.,  and  Quebec,  Que.,  (Palace 
Hill  plant),  and  the  storage  depot  at  St.  Dominique,  Que.  At  March  31,  1966  the  Com- 
pany was  the  custodian  of  and  operated  four  Crown-owned  plants,  the  cost  of  which 
was  $65  million. 

At  March  31,  1966  the  Company  held  working  capital  advances  of  $5,000,000  from 
the  Minister  of  Finance,  $2,500,000  having  been  repaid  during  the  year. 

The  following  is  a  comparative  summary  of  the  results  of  operations  for  the  past 
two  years: 

Year  ended  March  31 

1966  1965 

Income — 

Sales  $  7.280,000        $  7,534,000 

Miscellaneous    383,000  590,000 

7,663,000  8,124,000 

Expense — 

Cost  of  sales,  including  indirect  labour  and  other  overhead  absorbed  6,811,000  6,897,000 

Indirect  labour  and  other  overhead  not  absorbed  in  cost  of  sales  ..  2,011,000  4.226,000 

Plant  shut-down  costs  17,000  1,029,000 

Administrative    319,000  449,000 

9,158,000  12,601,000 

Excess  of  expense  over  income    $  1,495,000        $  4,477,000 


The  amount  of  $1,495,000  required  to  meet  the  excess  of  expense  over  income  was 
provided  by  Department  of  Defence  Production  Vote  40. 

Indirect  labour  and  other  overhead  expenses  totalled  $5,223,000  of  which  $3,212,000 
was  included  in  cost  of  sales.  Similar  costs  for  the  previous  year  totalled  $6,900,000  of  which 
$2,674,000  was  included  in  cost  of  sales.  As  in  previous  years,  the  portion  of  overhead 
expenses  included  in  cost  of  sales  was  calculated  on  direct  labour  costs  at  rates  which 
theoretically  would  have  absorbed  all  overhead  expenses  if  all  plants  had  been  operating 
on  a  normal  one-shift  basis.  The  extent  to  which  these  rates  were  not  sufficient  to  recover 
overhead  costs,  $2,011,000,  is  shown  as  a  separate  item  in  the  above  summary. 
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192.  Canadian  Broadcasting  Corporation.  This  Corporation,  established  by  the  Cana- 
dian Broadcasting  Act,  1936,  1936,  c.24,  superseded  by  the  Broadcasting  Act,  1958,  c.22, 
operates  the  national  television  and  radio  broadcasting  services  and  administers  an  inter- 
national shortwave  service  on  behalf  of  the  Government  of  Canada.  The  head  office  is  in 
Ottawa  and  regional  offices  are  located  in  St.  John's,  Nfld.,  Halifax,  N.S.,  Quebec,  Que., 
Montreal,  Que.,  Ottawa,  Toronto,  Ont.,  Winnipeg,  Man.,  Edmonton,  Alta.,  and  Van- 
couver, B.C. 

Prior  to  1964-65  the  Corporation  derived  funds  for  both  its  capital  and  operating 
requirements  in  excess  of  advertising  revenue  from  grants  provided  by  parliamentary 
appropriations.  However,  funds  for  capital  requirements  for  the  years  ended  March  31, 
1965  and  1966  were  provided  by  means  of  loans  from  the  Government.  Loan  indebtedness 
at  March  31,  1965  amounted  to  $14,250,000  of  which  $712,000  was  repaid  in  1965-66. 
Additional  loans  in  1965-66  amounted  to  $13,167,000  so  that  $26,705,000  was  outstand- 
ing at  March  31,  1966.  The  loans  are  repayable  in  20  equal  annual  instalments  with  in- 
terest at  rates  varying  from  5^%  to  5f  %  per  annum  (see  paragraph  54). 

At  March  31,  1966  the  Crown's  equity  in  the  Corporation  amounted  to  $36,710,000 
represented  by  working  capital  of  $9,043,000  (including  an  unspent  balance  of  $43,000 
with  respect  to  capital  loans)  and  the  net  book  value  of  capital  assets  amounting  to 
$54,372,000,  offset  in  part  by  the  above  mentioned  loans  of  $26,705,000  obtained  to 
finance  the  acquisition  of  capital  assets. 

The  following  is  a  comparative  summary  of  the  net  cost  of  operations  for  the  past 
two  years: 

Year  ended  March  31 

1966  1965 

Expense — 
Cost  of  production  and  distribution: 

Cost  of  programs   $  85,657,000        $  79,619,000 

Network    distribution    11,536,000  10,727,000 

Station    transmission    5,510,000  5,004,000 

Payments   to  private  stations    4,591,000  4,752,000 

Commissions   to    agencies   and    networks    3,945,000  4,055,000 

111,239,000  104,157,000 

Operational  supervision  and  services   11,177,000  10,317,000 

Selling  and  general  administration  9,135,000  8,459,000 

Interest  on  loans  to  finance  the  acquisition  of  capital  assets 1,009,000  374,000 

Emergency    broadcasting    887,000  869,000 

133,447,000  124,176,000 

Income — 
Advertising   revenue,   etc 34,358,000  33,785,000 

Net    cost    of    operations    $99,089,000        $90,391,000 
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The  parliamentary  grant  of  $95,063,000,  Canadian  Broadcasting  Corporation  Vote  1, 
"in  respect  of  the  net  operating  amount  required  to  discharge  the  responsibilities  of  the 
national  broadcasting  service",  comprised  net  expense  of  $99,089,000  as  shown  above  and 
an  amount  of  $712,000  required  for  repayment  of  capital  loans,  less  depreciation  of 
$4,738,000  which  was  recorded  for  cost  ascertainment  purposes. 

The  net  funds  received  for  operating  requirements  increased  by  $8,482,000  from 
$85,869,000  for  the  year  ended  March  31,  1965  to  $94,351,000  for  the  year  ended  March  31, 
1966.  There  was  an  increase  in  expense  in  almost  all  classifications.  Salaries  and  wages 
increased  by  $3,663,000  due  to  implementation  of  wage  increase  provisions  of  collective 
bargaining  agreements,  salary  increases  to  supervisory  staff  and  the  engaging  of  an  addi- 
tional 143  full-time  employees.  The  overtime  content  of  salaries  and  wages  was  $3,936,000 
compared  with  $3,398,000  in  the  previous  year.  Film  purchases  and  rentals  increased  by 
$1,0S0,000  largely  because  of  a  greater  number  of  broadcast  hours  by  both  the  English 
and  French  Networks.  Payments  with  respect  to  performers'  fees  and  authors',  composers' 
and  other  rights  increased  by  $805,000.  The  cost  of  microwave  and  transmission  line 
facilities  increased  by  $708,000.  Some  increases  were  attributed  to  the  expansion  of  radio 
AM  and  FM  broadcasting  in  Ottawa,  Winnipeg  and  Calgary  and  also  to  a  full  year's 
operation  of  television  stations  at  St.  John's  and  Quebec  which  became  operational  in 
1964-65.  Income  from  television  and  radio  advertising  increased  by  $272,000  and  $83,000 
and  interest  from  investments  by  $145,000. 

In  our  Report  for  1965  (paragraph  187)  we  noted  that  cost  of  programs  included: 
payments  to  employees  for  scheduled  hours  which  were  in  excess  of  the  actual  hours  of 
attendance  during  daily  or  weekly  tours  of  duty;  premium  pay  for  elapsed  time  between 
assigned  and  actual  meal  periods;  and  premium  pay  for  turn-around  periods,  being  the 
difference  between  elapsed  time  and  an  established  minimum  period  of  12  hours  from  the 
end  of  one  tour  of  duty  to  the  commencement  of  the  next.  From  a  special  study  of  certain 
payrolls,  we  estimated  that  these  payments  amounted  to  $600,000  in  1964-65.  We  did 
not  make  a  similar  examination  of  1965-66  payrolls  but  have  confirmed  that  the  situation 
continued  throughout  the  year. 

The  costs  of  programs  available  for  advertising,  and  advertising  revenue  earned 
thereon,  were  shown  in  a  note  to  the  financial  statements.  These  costs  were  as  follows: 

1965-66  1964-65 

Programs  which  carried  advertising  $  33,710,000         $  32,654,000 

Programs  available  but  which  did  not  carry  advertising  22,287,000  26,935,000 

Program  and  related  costs  (exclusive  of  operation,  selling  and  gen- 
eral administration)    $  55,997,000         $  59,589,000 

Advertising  revenue    (gross)     $  33,563,000  $  33,208,000 


The  net  cost  of  programs  with  advertising  potential  in   1965-66   was   therefore 
$22,434,000  which  was  financed  by  the  parliamentary  grant. 
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Expenditures  incurred  in  connection  with  future  programs  are  recorded  as  current 
assets  of  the  Corporation  until  such  time  as  the  programs  are  presented.  These  asset 
balances  were  as  follows: 

March  31 
1966  1965 

Programs  completed  and  in  process  of  production $  4,878,000        $  5,249,000 

Film  and  script  rights    2,321,000  1,845,000 

Engineering  and  production  supplies  2,027,000  1,732,000 

$  9,226,000        $  8,826,000 


The  balances  shown  in  the  above  tabulation  are  after  giving  effect  to  the  following 
write-offs : 

1965-66  1964-65 

Programs  completed  and  in  process  of  production — cost  of  programs 
or  parts  of  programs,  which  were  unsuitable  for  use  because  of 
technical  deficiencies,  scheduling  difficulties,  pre-emptions  or  lack  of 
public   interest    $521,000  $338,000 

Film  rights  expired — films  not  telecast  because  of  unsuitability  of 
program  content,  technical  deficiencies  or  pre-emptions    209,000  85,000 

Script  rights — expired  or  unsuitable    74,000  90,000 

Engineering   and   production  supplies — obsolete    36,000  26,000 

$  840,000  $  539,000 


During  the  year  the  sum  of  $13,167,000  was  provided  by  the  Government  of  Canada 
as  loans  for  the  acquisition  of  capital  assets.  In  addition,  an  unexpended  balance  of 
$833,000  remained  from  an  appropriation  of  the  previous  year  and  $23,000  was  realized 
on  sale  of  assets.  A  balance  of  $43,000  remained  at  March  31,  1966.  Major  categories  of 
capital  expenditure  included:  a  building  and  equipment  for  a  broadcast  pavilion  at  the 
1967  World  Exhibition,  $3,858,000;  buildings  and  equipment  for  colour  television  at 
various  locations,  $2,291,000;  land,  buildings  and  equipment  for  studios  and  offices  at 
St.  John's,  $1,124,000;  and  a  building  and  equipment  at  Montreal,  $704,000. 

The  accumulated  cost  of  capital  assets  of  $94,946,000  includes  $10,352,000  expended 
during  the  past  seven  years  in  connection  with  the  planned  consolidation  of  facilities  in 
Montreal,  Ottawa,  Toronto,  Winnipeg  and  Vancouver.  The  estimate  of  the  future  cost 
of  consolidation  of  facilities  made  by  the  Corporation  at  March  31,  1966  was  $138,661,000 
of  which,  subject  to  the  provision  of  funds  by  Parliament  for  the  purpose,  approximately 
$2,706,000  will  be  spent  during  the  year  ending  March  31,  1967  and  $135,955,000  in 
subsequent  years. 

In  our  reports  to  management  for  the  past  four  years  we  have  referred  to  the 
Corporation's  physical  inventory  of  its  capital  assets  and  the  uncompleted  reconciliation 
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with  the  accounting  records.  The  taking  of  the  inventory,  begun  in  1962,  remains  to  be 
completed. 

We  also  examined  the  accounts  and  financial  statements  of  the  CBC  Pension  Board 
of  Trustees  and  reported  separately  to  the  Trustees  under  date  of  May  17,  1966.  An 
actuarial  examination  of  the  CBC  Pension  Plan  as  at  March  31,  1964  indicated  an 
actuarial  unfunded  liability  of  $6,682,000  in  respect  of  future  benefits  payable.  A  subse- 
quent analysis  by  another  actuary  indicated  that  integration  with  the  Canada  and  Quebec 
pension  plans  had  reduced  the  actuarial  unfunded  liability  to  approximately  $5.5  million. 

In  its  Fifth  Report  1964,  the  Public  Accounts  Committee  made  the  following  recom- 
mendation concerning  findings  of  the  Royal  Commission  on  Government  Organization 
which  has  not  yet  been  implemented  (see  Appendix  1,  item  11) : 

The  Committee  recommended  that  the  Secretary  of  State  table  an  official  memorandum 
in  the  House  presenting  the  Corporation's  views  and  its  replies  to  each  of  the  matters  dealt 
with  by  the  Royal  Commission  in  its  Report  19  and  that  this  be  done  before  the  Estimates  of 
the  Corporation  are  considered  by  the  House. 

193.  Canadian  Commercial  Corporation.  This  Corporation  which  was  established  in 
1946  by  the  Canadian  Commercial  Corporation  Act,  R.S.,  c.35,  provides  procurement 
services  in  Canada  for  the  governments  of  other  countries  and  for  international  organiza- 
tions. The  Corporation's  main  customer  is  the  United  States  Government.  During  the 
year  $155  million  was  expended  by  the  Corporation  on  behalf  of  its  customers  as  com- 
pared with  $161  million  in  the  preceding  year. 

The  equity  of  the  Government  of  Canada  in  the  Corporation  at  March  31,  1966 
amounted  to  $5,863,000,  consisting  of  a  $5,500,000  working  capital  advance,  a  $140,000 
reserve  for  United  States  exchange,  and  a  $223,000  reserve  for  contingencies. 

A  comparative  summary  of  the  Corporation's  operations  for  the  past  two  years 
follows : 

Year  ended  March  31 

1966  1965 

Income- 
Purchase   surcharges   $  106,000          $  100,000 

Interest  earned   98,000              101,000 

Other    4,000 

204,000  205,000 

Expense — ■ 

Salaries    17,000  67,000 

Other    1,000  4,000 

18,000  71,000 

Excess  of  income  over  expense    $  186,000  $  134,000 


142  AUDITOR  GENERAL'S  REPORT 

In  previous  Reports  we  have  noted  that  the  Department  of  Defence  Production  has 
been  providing  purchasing  and  accounting  services  free  of  charge  to  the  Corporation.  With 
the  implementation  of  the  Board  of  Directors'  decision  that  the  management  and  staff 
should  be  provided  by  the  Department  of  Defence  Production  and  the  functions  of  the 
Corporation  transferred  to  and  performed  by  that  Department,  the  provision  of  free 
services  has  reached  the  point  where  this  year  practically  all  expenses  have  been  met 
from  Department  of  Defence  Production  Vote  1  except  for  the  salaries  of  the  President 
and  his  secretary,  who  both  resigned  effective  November  17,  1965.  As  a  result  the  Cor- 
poration's operations  show  an  excess  of  income  over  expense  of  $186,000  this  year  com- 
pared with  $134,000  in  the  preceding  year.  The  Department  of  Defence  Production 
estimated  the  value  of  its  purchasing,  accounting  and  other  services  provided  to  the 
Corporation  at  $1,740,000,  and  the  value  of  major  services  provided  by  other  government 
departments  at  $402,000.  Taking  these  costs  into  account,  the  net  cost  of  operating  the 
Corporation  this  year  was  $1,956,000. 

We  have  suggested  that  the  costs  now  being  absorbed  by  the  Department  of  Defence 
Production  should  form  part  of  the  Corporation's  budget  and  be  offset  by  the  Corporation's 
revenue,  the  net  deficit  being  provided  for  by  means  of  a  specific  parliamentary  appropria- 
tion. We  understand  this  suggestion  has  been  accepted  and  will  be  implemented  in  the 
1967-68  Estimates. 

There  were  several  material  changes  in  items  in  the  Corporation's  Balance  Sheet. 
The  reduction  of  $26  million  in  advances  and  progress  payments  to  suppliers,  from  $40 
million  in  1965  to  $14  million  in  1966,  and  the  corresponding  reduction  in  advances 
received  from  customers,  reflect  the  near  completion  of  an  aircraft  procurement  program 
that  provided  for  substantial  advance  payments.  This  year,  for  the  first  time,  progress 
claims  for  work  done  prior  to  March  31  amounting  to  $5.8  million  were  included  in  the 
accounts  receivable  and  payable,  contributing  to  the  increases  in  these  items.  Accounts 
receivable  increased  a  further  $3.6  million  due  to  the  increased  indebtedness  of  United 
States  Government  agencies.  This  increase,  together  with  increased  advances  and  progress 
payments  to  suppliers  under  United  States  Government  contracts  that  have  been  financed 
by  the  Corporation,  explains  the  need  for  the  increase  of  $2  million  in  the  Government 
of  Canada  working  capital  advance  to  the  Corporation. 

A  Reserve  for  Contingencies  of  $225,000  was  set  up  at  March  31,  1965  to  cover 
possible  losses  falling  on  the  Corporation  in  respect  of  contracts  with  the  United  States 
and  other  governments,  except  negotiated  fixed  price  contracts  with  the  United  States 
military  departments.  In  accordance  with  the  Board  of  Directors'  decision  to  maintain 
the  Reserve  for  Contingencies  at  $225,000,  the  Corporation  hopes  to  recoup,  by  means  of 
a  parliamentary  appropriation,  the  $1,600  charged  to  the  Reserve  in  the  year  in  respect  of 
unabsorbed  freight  costs. 

194.  Canadian  Corporation  jor  the  1967  World  Exhibition.  This  Corporation  was 
established  by  the  Canadian  Corporation  for  the  1967  World  Exhibition  Act,  1962-63, 
c.  12,  for  the  purposes  of  planning,  organizing,  holding  and  administering  the  Inter- 
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national  and  Universal  Exhibition  to  be  held  in  Montreal  in  1967  in  connection  with  the 
celebration  of  the  Centennial  of  Confederation  in  Canada.  An  Act  respecting  the  Cana- 
dian World  Exhibition,  passed  by  the  Quebec  Legislature  in  1963,  provides  authority  for 
the  Province  of  Quebec  and  the  City  of  Montreal  to  share  with  the  Government  of 
Canada  in  the  financing  of  the  Corporation. 

The  Corporation  consists  of  a  Commissioner  General,  a  Deputy  Commissioner 
General  and  fourteen  other  directors  appointed  by  the  Governor  in  Council,  seven  of 
whom  are  appointed  on  the  recommendation  of  the  Lieutenant-Governor  in  Council  of 
the  Province  of  Quebec. 

Section  17  of  the  Act  requires  that  the  accounts  and  financial  transactions  of  the 
Corporation  shall  be  audited  by  the  Auditor  General  of  Canada  and  the  Quebec  Pro- 
vincial Auditor.  The  auditors  are  to  report  annually  in  a  manner  similar  to  that  required 
by  the  Financial  Administration  Act  in  respect  of  other  Crown  corporations. 

An  agreement  was  concluded  on  January  18,  1963  by  Canada,  the  Province  of 
Quebec  and  the  City  of  Montreal  confirming  their  acceptance  of  the  legislation  establish- 
ing and  governing  the  Corporation,  and  outlining  certain  "settlements"  between  the 
Corporation  and  the  three  governments  to  be  concluded  after  the  closing  of  the  Exhibi- 
tion. The  Corporation  wrote  to  Canada,  the  Province  of  Quebec  and  the  City  of  Montreal 
on  September  21,  1966  recommending  that,  as  the  clauses  of  the  agreement  relating  to 
these  settlements  are  worded  in  vague  and  general  terms,  their  exact  intent  should  be 
more  precisely  stated  in  order  to  avoid  complications  in  understanding  and  interpretation. 

Pursuant  to  the  provisions  of  the  federal  Act,  the  original  overall  plan  for  the 
Exhibition  was  submitted  by  the  Corporation  for  approval  on  December  20,  1963  and 
ratification  thereof  was  subsequently  given  by  both  the  Governor  in  Council  and  the 
Lieutenant-Governor  in  Council.  This  plan  indicated  an  overall  estimated  deficit  of 
$47,534,000.  Revised  plans  have  since  been  approved  in  1965  and  1966  setting  the 
estimated  deficit  at  $63,864,000  and  then  at  $61,581,000,  with  the  approved  plan  in 
effect  at  March  31,  1966  showing  an  estimated  deficit  of  $82,656,000.  This  plan,  which 
was  submitted  on  January  17,  1966  and  was  approved  by  the  Lieutenant-Governor  in 
Council  on  March  30,  1966  and  by  the  Governor  in  Council  on  March  31,  1966,  included 
the  following  summary  of  the  estimated  amounts  making  up  the  above  total: 

Expenditure — 

Capital    $  211,078,000 

Operating    121,768,000 

$  332,846,000 

Income- 
Sponsorship    54,014,000 

Revenue    125,148,000 

Salvage  value    10,520,000 

Asset  value    60,508,000 

250,190,000 

Estimated  deficit   $    82,656,000 
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Under  the  authority  of  the  federal  and  provincial  legislation,  the  activities  of  the 
Corporation  are  financed  by  funds  provided  by  Canada,  the  Province  of  Quebec  and  the 
City  of  Montreal,  and  the  aggregate  of  the  grants  made  by  the  three  governments  must 
not  exceed  $20  million,  $15  million,  and  $5  million  respectively.  These  grants  were  fully 
paid  to  the  Corporation  by  August  2,  1965.  In  this  connection  reference  is  made  to 
paragraph  56  of  this  Report. 

Section  12  of  the  federal  Act  provides  that  the  Corporation,  with  the  approval  of 
the  Minister  of  Finance  and  the  Minister  of  Finance  of  Quebec,  may  borrow  money  for 
the  purposes  for  which  it  is  incorporated  on  the  security  of  notes,  bonds  or  debentures 
of  the  Corporation.  Such  notes,  bonds  or  debentures  are  to  be  issued  at  such  rates  of 
interest  and  subject  to  such  other  terms  and  conditions  as  may  be  approved  by  the 
Governor  in  Council  and  the  Lieutenant-Governor  in  Council,  and  are  to  be  jointly 
guaranteed  by  Canada  and  Quebec.  In  addition,  subsection  (5)  of  section  12  provides 
that  the  Corporation  may  borrow  money  from  the  Minister  of  Finance  for  temporary 
purposes,  and  the  Minister  of  Finance,  with  the  approval  of  the  Governor  in  Council 
and  subject  to  such  terms  and  conditions  as  the  Governor  in  Council  may  prescribe, 
may  lend  money  to  the  Corporation  for  such  purposes  out  of  the  Consolidated  Revenue 
Fund,  but  the  aggregate  of  all  amounts  loaned  to  the  Corporation  under  this  subsection 
and  outstanding  at  any  time  shall  not  exceed  $1  million. 

Borrowings  by  the  Corporation  pursuant  to  the  aforesaid  arrangements  totalled  $22 
million  at  December  31,  1965  and  had  reached  $44  million  at  March  31,  1966.  This  amount 
had  been  loaned  by  Canada  under  authority  of  Department  of  Finance  Vote  L26b, 
Appropriation  Act  No.  2,  1966,  1966-67,  c.  3. 

As  already  noted,  the  net  cost  of  the  Exhibition  has  been  estimated  at  $82,656,000, 
which  has  been  covered  only  to  the  extent  of  $40  million  by  means  of  grants  authorized 
and  received.  From  the  above  table  it  will  be  seen  that  the  total  estimated  cash  require- 
ment of  the  Corporation  is  $143,164,000  (i.e.,  the  total  of  the  estimated  deficit  of 
$82,656,000  and  the  estimated  asset  value  of  $60,508,000),  based  on  the  assumption 
that  the  estimated  revenue,  sponsorship  and  salvage  value  will  be  fully  realized.  It  will 
therefore  be  clear  that  unless  changes  are  made  in  the  present  legislation  to  provide  the 
additional  substantial  grants  required,  the  major  portion  of  the  cost  will  have  been 
financed  by  loans  from  Canada  and  at  the  conclusion  of  the  Exhibition  the  Corporation 
will  not  have  the  cash  resources  necessary  to  repay  its  indebtedness  to  Canada. 

Section  15  of  the  Canadian  Corporation  for  the  1967  World  Exhibition  Act  requires 
the  Corporation  to  submit  a  capital  budget  and  an  operating  budget  annually  to  the 
Minister  designated  to  act  as  Minister  for  the  Exhibition  and  to  the  Minister  of  Finance, 
as  well  as  to  the  Minister  of  Industry  and  Commerce  of  Quebec  and  the  Minister  of 
Finance  of  Quebec,  for  their  approval,  and  the  first  mentioned  Minister  is  required  to  lay 
the  capital  budget,  so  approved,  before  Parliament.  The  1965  capital  budget  as  revised 
provided  for  estimated  capital  outlays  during  that  year  of  $70,609,000.  The  actual  ex- 
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penditures  in  1965  totalling  $42,430,000  as  well  as  the  cumulative  capital  expenditures 
to  December  31,  1965  are  summarized  below: 

Cumulative  to 

1965  December  31, 1965 

Site  preparation    $     1,070,000  $     1,746,000 

Roads  and  bridges    12,148,000  19,282,000 

Utilities    4,404,000  5,097,000 

Landscape   development    1,247,000  1,498,000 

Parking    lots    155,000  216,000 

Buildings  and  special  structures   13,540,000  15,289,000 

Transit  system    5,496,000  5,867,000 

Temporary   construction    facilities    247,000  284,000 

Special  engineering  studies  1,268,000  1,691,000 

La    Ronde    1,744,000  1,744,000 

41,319,000  52,714,000 

Construction   insurance    53,000  53,000 

Construction  steel  on  hand    699,000  699,000 

Furniture  and  equipment  and  leasehold  improvements   359,000  1,040,000 

$  42,430,000  $  54,506,000 


Actual  capital  expenditures  were  considerably  lower  than  the  corresponding  budget 
estimates  due  to  a  number  of  factors  including  too  high  a  forecast,  delays  in  performance, 
changes  in  contracts  and  adoption  of  new  progress  schedules  during  the  year. 

The  Corporation's  Balance  Sheet  as  at  December  31,  1965  shows  capital  costs  in  the 
amount  of  $54,002,000  which  had  been  arrived  at  by  applying  against  the  total  capital 
expenditures  of  $54,506,000  the  cumulative  amortization  of  leasehold  improvements  and 
depreciation  of  furniture  and  equipment  totalling  $504,000,  charged  to  operating  costs 
to  that  date. 

The  operating  budget  for  1965,  approved  by  the  Minister  of  Finance  and  the  Minister 
of  Finance  of  Quebec,  amounted  to  $12,828,000.  The  net  operating  costs  for  the  year 
totalled  $10,877,000  and  are  summarized  hereunder  together  with  the  cumulative  totals  to 
December  31,  1965: 


Administration  costs — 
Personnel  expenses: 

Salaries     

Recruitment  and  relocation  of  personnel 

Automobile     

Travel  expenses  and  representation  fees  . 

Official    visits    

Membership    fees    


Cumulative  to 

1965 

December  31, 1965 

$      6,188,000 

$ 

9,945,000 

73,000 

16S.000 

79,000 

135,000 

387,000 

761,000 

171,000 

171,000 

5,000 

8,000 

6,903,000 

11,188,000 
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Cumulative  to 
1965  December  31, 1965 

Administrative : 

Administrative  services   $  196,000       $  307,000 

Architectural  and  engineering  supplies  103,000  151,000 

Directors'  expenses  and  Executive  Committee  fees  and  expenses  25,000  64,000 

Insurance    7,000  13,000 

Legal  fees    86,000  154,000 

Office  stationery  and  supplies   140,000  259,000 

Office  furniture  and  equipment  rental  and  maintenance  65,000  123,000 

Light  and   power    11,000  21,000 

Postage   63,000  86,000 

Publications    10,000  48,000 

Pent    459,000  837,000 

Telephone   and   telegraph    222,000  361,000 

Translation     106,000  157,000 

Taxes     22,000  38,000 

Sundries    49,000  78,000 

1,564,000  2,697,000 

Advisory  Committee  travel  and  subsistence    129,000  202,000 

Other  143,000  439,000 

Advertising  and  publicity  costs- 
Trade  advertising   56,000  317,000 

Consumer  advertising   407,000  642,000 

Promotions    35,000  106,000 

Displays   154,000  249,000 

Information   598,000  957,000 

1,250,000  2,271,000 

Operating  costs  site  services — 

Security   and   protection    176,000  203,000 

Information   services    31,000  31,000 

Medical  services  and  supplies   45,000  45,000 

Building  and  ground  maintenance    181,000  181,000 

Maintenance  and  service  vehicles   21,000  21,000 

La  Ronde    62,000  62,000 

516,000  543,000 

Interest   on   notes  payable    194,000  194,000 

Total   costs    10,699,000  17,534,000 

Amortization  and  depreciation    281,000  504,000 

10,980,000  18,038,000 

Revenue    earned    103,000  136,000 

Net  costs  of  operations   $  10,877,000        S    17,902,000 
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In  our  1965  Report  to  the  House  of  Commons  details  were  given  of  certain 
transactions  and  practices  of  the  Corporation  involving  expenditures  which,  in  the 
opinion  of  the  joint  auditors,  were  not  consistent  with  those  normally  followed  by 
Crown  corporations  and  government  agencies  in  similar  circumstances.  The  attention  of 
the  Corporation's  management  and  the  Board  of  Directors  has  been  drawn  to  our  views 
and  they  have  advised  us  that  the  expenditures  in  question  were  necessary  to  the  Corpora- 
tion. Our  examination  of  the  accounts  for  the  year  1965  disclosed  the  continued  existence 
of  these  practices  as  well  as  a  further  increase  in  their  cost  to  the  Corporation. 

The  revised  overall  plan  previously  referred  to,  which  was  approved  by  the 
Governor  in  Council  on  March  31,  1966,  authorized  an  expenditure  of  $2,175,000  by 
the  Corporation  on  sewage  disposal  units.  We  noted  that  under  date  of  August  1,  1965 
the  Corporation  had  entered  into  an  agreement  with  the  City  of  Montreal  whereby 
ownership  would  be  vested  in  the  City  with  the  latter  reimbursing  the  Corporation  for 
the  total  cost  of  construction.  The  agreement  further  provided  that  the  Corporation 
would  pay  rental  for  the  use  of  the  units  equal  to  60%  of  the  cost  as  well  as  all  operating 
expenses.  Since  this  is  not  in  accordance  with  the  provisions  of  the  overall  plan,  we 
have  advised  the  management  that  we  believe  the  various  aspects  of  this  change  relating 
to  the  Corporation  should  also  be  submitted  to  the  Governor  in  Council  for  approval. 

A  number  of  other  matters  noted  during  our  1965  examination  of  the  Corporation's 
accounts  were  brought  to  the  attention  of  the  President  and  members  of  the  Board  of 
Directors  with  the  suggestion  that  action  be  taken  to  deal  with  them.  We  shall  be  reviewing 
with  the  management  the  action  taken  on  each  of  these  matters  at  the  conclusion  of  our 
1966  examination. 

195.  Canadian  National  (West  Indies)  Steamships,  Limited.  The  active  operations 
of  this  Company  ceased  in  1958  on  the  sale  of  its  fleet  of  eight  vessels  to  Cuban  interests. 

The  Crown's  equity  in  the  Company  at  December  31,  1965  amounted  to  $550,000, 
represented  by  cash,  $94,000,  and  balance  due  under  agreement  of  sale  of  vessels, 
$470,000,  less  liability  in  respect  of  unclaimed  matured  bonds  of  $14,000.  During  the 
year  the  Company  received  $9,400  in  war  claims,  earned  bank  interest  of  $2,400  and 
paid  $2,900  in  full  and  final  settlement  of  a  claim  for  damages  and  $900  for  legal  expenses. 

The  balance  due  under  agreement  of  sale  of  vessels  represents  the  final  instalment, 
due  August  19,  1963,  under  terms  of  letter  of  credit  confirmed  by  the  Bank  of  America. 
Payment  has  continued  to  be  prohibited  by  the  Cuban  Assets  Control  Regulations  of 
the  United  States  of  America  dated  July  8,  1963,  despite  efforts  of  management  to  obtain 
release  of  the  funds. 

196.  Canadian  Overseas  Telecommunication  Corporation.  The  objects  of  this  Cor- 
poration, established  in  1949  by  the  Canadian  Overseas  Telecommunication  Corporation 
Act,  R.S.,  c.  42,  are  to  establish,  maintain  and  operate  external  telecommunication 
services  generally,  and  to  co-ordinate  Canada's  external  telecommunication  services  with 
those  of  other  nations.  In  1950  the  Corporation  acquired  the  Canadian  external  tele- 
communication facilities  of  Cable  and  Wireless  Limited  and  Canadian  Marconi  Company 
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Limited,  which  provided  cable  and  radio-telegraph  circuits  between  Canada  and  Britain, 
Australia,  New  Zealand,  New  York  and  St.  Pierre  and  Miquelon,  and  radio-telephone 
services  to  Britain  and  the  West  Indies.  Since  1950  the  Corporation  has  developed  or 
participated  with  Commonwealth  partners  and  other  nations  in  the  development  of 
major  extensions  of  and  additions  to  the  Canadian  international  telecommunication 
facilities  and  systems.  In  line  with  this  policy,  the  Commonwealth  Pacific  Cable  System 
between  Canada  and  New  Zealand  and  Australia  was  completed  in  December  1963.  The 
South-East  Asia  Cable  System  linking  Australia,  New  Guinea,  Malaysia,  Singapore, 
Hong  Kong  and  Guam  is  expected  to  be  completed  and  become  operative  by  early  1967. 
In  1964  the  Corporation  made  its  initial  capital  contribution  as  a  participant  in  the 
establishment  of  a  global  commercial  communications  satellite  system  which  is  now 
being  developed.  Facilities  of  the  Department  of  Transport  are  being  used  on  a  tem- 
porary basis  in  connection  with  this  system  pending  the  construction  of  a  ground  station. 

The  Crown's  equity  in  the  Corporation  was  $67,622,000  at  March  31,  1966  (an 
increase  of  $29,000  over  the  previous  year)  comprising  advances  of  $52,522,000  and  a 
surplus  of  $15,100,000. 

The  capital  requirements  of  the  Corporation  are  financed  in  part  by  loans  provided  by 
parliamentary  appropriations,  with  the  balance  being  met  from  accumulated  earnings.  The 
Corporation  did  not  require  any  advances  during  the  year  and  repaid  $2,532,000  on  ad- 
vances received  in  prior  years.  Capital  additions  amounted  to  $5,381,000  and  at  March  31, 
1966  the  estimated  cost  of  completing  approved  capital  projects  was  $29,800,000  of  which 
$12,801,000  relates  to  the  year  ending  March  31,  1967. 

The  following  is  a  summary  of  income  and  expense  of  the  Corporation  for  the  past 
two  years: 

Year  ended  March  31 


1966  1965 


Income — 

Telegraph,  telephone,  telex,  circuit  rentals,  etc $  17,967,000        $    15,355,000 

Expense — 

Salaries,  wages  and  employee  benefits  4,258,000  3,613,000 

Depreciation    4,828,000  4,016,000 

Rental  of  circuits,  etc 2,178,000  1,894,000 

Interest     2,524,000  2,604.000 

Maintenance  and  repairs — plant  and  equipment  981,000  1,519,000 

Other    931,000  986,000 

15,700,000  14,632,000 

Estimated  amount  recoverable  from  Commonwealth  Network  . .  2,834,000  3,699,000 

12,866,000  10,933,000 

Profit  before  income  tax   5,101,000  4,422,000 

Provision   for  income   tax    2,540,000  2,201,000 

Net  profit  $  2,561,000        $      2,221,000 
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Income  increased  by  $2,612,000  or  17%  during  the  year  compared  with  an  8%  increase 
in  the  previous  year.  The  increased  revenue  was  due  largely  to  a  heavier  volume  of  tele- 
phone traffic  and  to  increased  telex  revenue  and  circuit  rentals.  Expenses  increased  by 
$1,068,000  or  7%  while  the  estimated  amount  recoverable  from  the  Commonwealth  Net- 
work was  $865,000  less  than  in  the  previous  year. 

In  last  year's  Report  we  noted  that  expenditures  aggregating  $2,088,000  had  not  been 
approved  by  the  Governor  in  Council  as  required  by  the  Canadian  Overseas  Telecom- 
munication Corporation  Act.  These  expenditures  received  the  necessary  approval  retro- 
actively during  the  current  year. 

197.  Canadian  Patents  and  Development  Limited.  Section  17  of  the  National  Re- 
search Council  Act,  R.S.,  c.239,  provides  for  the  incorporation  of  one  or  more  companies 
by  the  National  Research  Council  for  the  purpose  of  exercising  certain  of  the  powers  con- 
ferred upon  the  Council.  Under  this  authority  Canadian  Patents  and  Development  Limi- 
ted was  incorporated  in  1947  under  the  Canada  Corporations  Act,  R.S.,  c.53,  for  the  pur- 
pose of  making  available  to  industry,  through  licensing  arrangements,  the  inventions  and 
new  processes  developed  by  the  Council.  The  services  of  the  Company,  which  is  located 
in  Ottawa,  are  available  to  government  departments,  publicly  supported  institutions  and 
universities. 

At  March  31,  1966  the  Crown's  equity  in  the  Company  was  $1,287,000,  comprising 
capital  stock  of  $296,000  and  surplus  of  $991,000. 

The  following  is  a  summary  of  the  results  of  the  Company's  operations  for  the  past 
two  years: 


Income- 
Royalties,  licensing  fees,  etc 

Less:  Costs  of  licensing  rights  and  related  technical  assistance,  etc. 

Other    income     

Expense — 

Salaries    

Patent  attorneys'  fees  and  other  patenting  costs    

Promotion  and  development  

Services  provided  by  National  Research  Council   

Awards  to   inventors    

Other    expenses    

Net   profit    


Year  ended  March  31 

1966 

1965 

$  350,000 

$ 

397,000 

51,000 

35,000 

299,000 

362,000 

70,000 

49,000 

369,000 

411,000 

91,000 

31,000 

85,000 

44,000 

51,000 

50.000 

20,000 

48,000 

15,000 

17,000 

6,000 

4,000 

268,000 

194,000 

$  101,000 

$ 

217,000 
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The  decreased  income  from  royalties,  licensing  fees,  etc.,  is  largely  attributable  to 
substantial  reductions  in  royalties  received  on  two  inventions  although  there  were  sig- 
nificant increases  in  royalties  received  on  three  other  inventions.  The  increase  in  the 
costs  of  licensing  rights  and  related  technical  assistance,  etc.,  was  mainly  due  to  an 
increase  in  royalty  proceeds  required  to  be  remitted  to  a  United  Kingdom  Crown 
corporation. 

The  increase  in  salaries  and  the  decrease  in  the  cost  of  services  provided  by  the 
National  Research  Council  are  mainly  due  to  a  change  in  arrangements  with  the  Council 
whereby,  commencing  April  1,  1965,  the  Company  reimburses  the  Council  for  the  salaries 
of  all  personnel  employed  full-time  on  Company  affairs.  In  prior  years  the  salary  item 
consisted  mainly  of  the  salaries  of  personnel  employed  in  the  promotion  section. 

The  increased  cost  of  patent  attorneys'  fees  and  other  patenting  costs  resulted 
mainly  from  a  substantial  increase  in  activities  related  to  the  procurement  of  patents  as 
well  as  increases  in  the  fees  charged  by  attorneys. 

198.  Centennial  Commission.  The  Centennial  Commission  was  established  by  the 
Centennial  of  Canadian  Confederation  Act,  1960-61,  c.60,  to  promote  interest  in,  and  to 
plan  and  implement  programs  and  projects  relating  to  the  Centennial  of  Confederation 
in  Canada.  The  Commission  consists  of  a  Commissioner,  an  Associate  Commissioner  and 
twelve  Directors,  all  appointed  by  the  Governor  in  Council. 

The  following  is  a  comparative  summary  of  expenses  for  the  past  two  years  and 
the  cumulative  figures  since  the  establishment  of  the  Commission: 

Year  ended  March  31 

Cumulative  to 

1966  1965  March  31, 1966 

Programs  and  projects  of  national  significance    .  .$      7,592,000        $      2,439,000        $    11,800,000 
Grants  to   provinces  for   approved   projects   of   a 
lasting    nature     4,469,000  976,000  5,445,000 

Administrative  expenses — 

Salaries  and  employee  benefits   808,000  494,000  1,582,000 

Professional  and  special  services    318,000  90,000  452,000 

Exhibits,  displays  and  films    250,000  49,000  299,000 

Travel    134,000  70,000  241,000 

Informational  programs  and  publications   86,000  18,000  112,000 

Accommodation     78,000  37,000  140,000 

Other    229,000  104,000  409,000 

1,903,000  862,000  3^35,000 

Total    expense    $     13,964,000        $      4,277,000        $    20,480,000 


The  expenditure  of  $7,592,000  on  programs  and  projects  of  national  significance 
was  provided  for  by  parliamentary  appropriations.  Cumulative  expenditure  to  March  31, 
1966  on  twenty-two  of  the  major  programs  and  projects  amounted  to  $11,630,000,  in- 
cluding $2,621,000  contributed  toward  the  construction  of  the  Fathers  of  Confederation 
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Memorial  Building  at  Charlottetown,  P.E.I.  The  main  expenditures  in  1965-66  were 
incurred  in  respect  of:  National  Arts  Centre,  Ottawa,  $3,765,000;  Confederation  Train 
and  Caravans,  $1,268,000;  Youth  Travel  Program,  $715,000;  Performing  Arts  Program, 
$681,000;  Fathers  of  Confederation  Memorial  Citizens  Foundation,  $202,000;  Canadian 
Centenary  Council,  $126,000;  and  Promotional  Films,  $109,000. 

Section  10  of  the  Act  directs  that  there  shall  be  a  special  account  in  the  Consolidated 
Revenue  Fund  to  be  known  as  the  Centennial  of  Confederation  Fund,  to  which  shall  be 
credited  amounts  appropriated  by  Parliament  for  purposes  of  the  Fund.  At  the  end  of 
the  previous  year  a  balance  of  $6,024,000  was  held  by  the  Minister  of  Finance  at  credit 
of  the  Fund,  $9,000,000  was  added  during  the  year  and  grants  to  the  provinces  for 
approved  projects  amounted  to  $4,469,000.  A  balance  of  $10,555,000  remained  in  the 
Fund  at  March  31,  1966. 

As  the  centennial  year  approaches  the  activity  of  the  Commission  has  increased, 
the  staff  at  March  31,  1966  being  125  compared  with  66  at  the  previous  year-end.  As  a 
result,  all  classifications  of  administrative  expenses  increased.  These  expenses  were  pro- 
vided for,  to  the  extent  of  $1,813,000,  by  parliamentary  appropriations.  Accommodation 
and  accounting  services,  having  an  estimated  cost  of  $90,000,  were  provided  without 
charge  by  government  departments. 

199.  Cornwall  International  Bridge  Company  Limited.  The  shares  of  this  Company 
are  owned  equally  by  The  St.  Lawrence  Seaway  Authority  and  the  Saint  Lawrence 
Seaway  Development  Corporation  (a  United  States  Government  Corporation). 

The  Company  has  been  in  process  of  winding  up  since  July  3,  1962,  when  it  ceased 
to  operate  the  toll  bridge  system  across  the  St.  Lawrence  River  between  Cornwall, 
Ont.,  and  Rooseveltown,  N.Y.  The  toll  bridge  system  is  now  operated  by  The  Seaway 
International  Bridge  Corporation,  Ltd.,  a  subsidiary  of  The  St.  Lawrence  Seaway 
Authority.  The  land  owned  by  the  Company,  17.6  acres  located  in  the  State  of  New  York, 
has  been  offered  for  sale. 

The  equity  of  the  Seaway  entities  in  the  Company  at  September  30,  1965  consisted 
of  capital  stock  of  $50,000  less  a  deficit  of  $9,000. 

200.  Crown  Assets  Disposal  Corporation.  This  Corporation  was  established  in  1944 
by  the  Surplus  Crown  Assets  Act,  R.S.,  c.260.  With  certain  specified  exceptions,  the 
Corporation  is  responsible  for  the  disposal  of  the  surplus  assets  of  all  government  depart- 
ments and  most  of  the  Crown  corporations  and  agencies.  The  Corporation  has  entered 
into  agreements  with  Britain  and  the  United  States  whereby  it  also  disposes  of  surplus 
property  held  by  them  in  Canada.  The  head  office  of  the  Corporation  is  in  Ottawa,  with 
sales  offices  in  a  number  of  cities  across  Canada. 

As  has  been  the  case  for  a  number  of  years,  the  Corporation  was  authorized  for  the 
1965-66  year  to  retain  4%  of  the  net  proceeds  of  sales  of  lands  and  buildings  and  10%  of 
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the  net  proceeds  of  all  other  sales  to  meet  its  administrative  and  other  expenses.  A  sum- 
mary of  the  Corporation's  income  and  expense  for  the  year  together  with  comparable 
figures  for  the  preceding  year  follows: 

Year  ended  March  31 


1966  1965 


Income 


Portion   retainable    by   the    Corporation   from   net   sales   and   other 

income   earned    $  1,308,000        $  1,349,000 

Expense — 

Salaries     577,000  496,000 

Rent     56,000  55,000 

Employees'  welfare  benefits  54,000  48,000 

Printing,  stationery  and  office  supplies  38,000  31,000 

Telephones,  telegraph  and  postage   31,000  27,000 

Travel    18,000  14,000 

Office  furniture  and  equipment  purchased  during  year  13,000  12,000 

Legal  and  advertising  6,000  15,000 

Data  processing    2,000  — 

Net  depreciated  cost  at  March  31,  1964  of  office  furniture  and  equip- 
ment, etc.,  written  off   —  21,000 

Sundry    2,000  2,000 

797,000  721,000 

Excess  of  income  over  expense   $  511,000        $     628,000 


The  $41,000  decrease  in  income  was  due  mainly  to  a  reduction  in  sales  of  lands  and 
buildings.  A  major  part  of  the  $76,000  increase  in  expense  resulted  from  salary  increases 
retroactive  to  October  1,  1965,  together  with  a  reclassification  of  positions  and  an  increase 
in  staff  from  106  to  115,  and  an  increase  in  printing,  stationery  and  office  supplies  due 
mainly  to  price  increases  and  a  more  intensive  sales  program.  The  increase  in  travel  costs 
was  primarily  caused  by  a  greater  emphasis  being  placed  on  pre-sales  inspection. 

Pursuant  to  section  81(3)  of  the  Financial  Administration  Act  the  Corporation  was 
directed  to  pay  to  the  Receiver  General,  as  of  March  31,  1959  and  from  time  to  time  there- 
after, but  at  intervals  of  not  longer  than  six  months,  all  of  its  surplus  in  excess  of  $100,000. 
Consequently  the  $511,000  excess  of  income  over  expense  for  the  year  was  paid  to  the 
Receiver  General,  leaving  the  surplus  balance  unchanged  at  $100,000. 

The  equity  of  the  Crown  in  the  Corporation's  Agency  Account  at  March  31,  1966  was 
$5,013,000,  compared  with  $5,538,000  at  the  end  of  the  preceding  year,  and  was  largely 
represented  by  amounts  totalling  $4,297,000  receivable  under  long-term  interest-bearing 
sales  agreements. 
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The  transactions  in  the  Agency  Account  during  the  year,  compared  with  the  preceding 
year,  are  summarized  as  follows: 

Year  ended  March  31 


1966  1965 


Sales  made  on  behalf  of — 

Government   of   Canada    $     15,289,000        $     16,101,000 

Other  principals  873,000  958,000 

Interest    207,000  208,000 

16,369,000  17,267,000 

Less :  Direct  costs  relating  to  sales  43,000  52,000 

16,326,000  17,215,000 


Deduct : 

Portion  retainable  by  the  Corporation  from  net  sales  and  other 

income    earned     1,308,000  1,349,000 

Additional  provision  for  doubtful  accounts  4,000  — 

Remittances  to  the  Receiver  General   14,754,000  14,666,000 

Other    remittances    792,000  978,000 

16,858,000  16,993,000 

Decrease  (increase)  in  equity — 

Government    of    Canada    525,000  (341,000) 

Other  principals  7,000  119,000 

$  532,000        $       (222,000) 


Sales  decreased  by  $897,000  due  primarily  to  a  reduction  in  the  number  of  sales  of 
lands  and  buildings  involving  substantial  amounts. 

In  our  1965  Report  (paragraph  195)  it  was  mentioned  that  steps  had  been  taken  to 
implement  recommendations  made  by  the  Public  Accounts  Committee  in  its  Seventh 
Report  1964.  The  Corporation  has  reorganized  its  Commodity  Sales  Division  and  merged 
the  former  Supply  Division  into  the  Commodity  Sales  Division  to  integrate  and  improve 
inspection  and  sales  procedures.  The  Corporation  is  continuing  to  revise  its  operating 
instructions  and  is  exploring  ways  and  means  of  further  improving  its  sales  techniques. 

201.  Defence  Construction  (1951)  Limited.  This  Company  was  incorporated  in 
i  1951  under  the  Canada  Corporations  Act,  R.S.,  c.  53,  pursuant  to  the  authority  in 
;  section  7  of  the  Defence  Production  Act,  R.S.,  c.  62.  In  April  1965  the  control  or  super- 
I  vision  of  the  Company  was  transferred  from  the  Minister  of  Industry  to  the  Minister  of 
i  National  Defence. 
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The  Company  is  responsible  for  awarding  and  supervising  contracts  for  defence 
construction  projects  and  it  may  also  assist  civilian  agencies  of  the  Government.  Funds 
to  finance  projects  are  provided  by  the  departments  concerned,  or  by  the  United  States 
Government  for  defence  projects  in  Canada  undertaken  on  its  behalf.  Expenditures  on 
defence  construction  projects  approved  by  the  Company  for  payment  by  the  Depart- 
ment of  National  Defence  and  by  the  United  States  Government  decreased  by  $6.3 
million  from  $32.5  million  in  1964-65  to  $26.2  million  in  1965-66. 

Funds  to  cover  the  Company's  net  expense  were  provided  by  Department  of  Defence 
Production  Vote  35.  The  following  is  a  summary  of  expense  and  income  for  the  past 
two  years : 

Year  ended  March  31 

1966  1965 

Expense — 

Salaries  and  living  allowances   $  2,996,000  $  3,035,000 

Employee   benefits    219,000  219,000 

Travel   and  removal    155,000  160,000 

Other    268,000  328,000 

3,638,000  3,742,000 

Income — 

Reimbursement  for  engineering  and  administrative  services  1,674,000  1,540,000 

Other    1,000  2,000 

1,675,000  1,542,000 

Net   expense    $  1,963,000        $  2,200,000 


The  decrease  of  $237,000  in  the  Company's  net  expense  is  accounted  for  mainly  by 
a  decrease  of  $167,000  in  non-recoverable  salaries  and  related  costs,  due  to  a  reduction  ' 
in  the  number  of  employees  engaged  on  the  Company's  regular  work,  and  a  decrease  of 
$31,000  in  expenditure  for  accommodation,  due  to  a  reduction  in  the  space  occupied  by 
head  office,  and  to  the  use  of  field  office  accommodation  provided  without  charge  by  the 
Department  of  National  Defence. 

202.  Eldorado  Aviation  Limited.  This  Company  was  incorporated  in  1953  under 
the  Canada  Corporations  Act,  R.S.,  c.  53,  and  is  a  wholly-owned  subsidiary  of  Eldorado 
Mining  and  Refining  Limited.  Operating  from  headquarters  in  Edmonton,  it  provides 
air  transportation  services  for  its  parent  company  and  Northern  Transportation  Com- 
pany Limited,  which  is  also  a  subsidiary  of  Eldorado  Mining  and  Refining  Limited. 
These  two  companies  share  the  cost  of  operations  of  Eldorado  Aviation  Limited  on  a 
"cost  per  ton-mile"  basis. 

The  equity  of  Eldorado  Mining  and  Refining  Limited  in  the  Company  at  December 
31,  1965  comprised  capital  stock  of  $28,000  and  surplus  of  $228,000. 
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The  following  is  a  comparative  summary  of  the  net  expenses  of  the  Company  for 
the  past  two  years: 

Year  ended  December  31 

1965  1964 

Salaries,  wages  and  contributions  to  employee  pension  plan  $     237,000  $     231,000 

Repairs    108,000  173,000 

Supplies     134,000  150,000 

Depreciation    51,000  62,000 

Hangar  expense    50,000  53,000 

Insurance    23,000  36,000 

Other    30,000  35,000 

Total  expense    633,000  740,000 

Less :    Miscellaneous  income    54,000  23,000 

Net  expense    $     579,000  $     717,000 


The  decrease  in  repairs  expense  was  due  to  there  being  no  counterpart  in  1965  for 
the  overhaul  in  1964  of  the  Company's  DC-4  aircraft  at  a  cost  of  $66,000.  The  return 
to  service  of  this  aircraft  which  costs  less  to  operate  than  the  two  DC-3's  that  were  used 
in  1964,  largely  accounts  for  the  reduction  in  the  cost  of  supplies. 

The  net  expenses  for  1965  were  recovered,  to  the  extent  of  $445,000,  from  Eldorado 
Mining  and  Refining  Limited  and,  to  the  extent  of  $134,000,  from  Northern  Transporta- 
tion Company  Limited. 

203.  Eldorado  Mining  and  Refining  Limited.  This  Company  was  incorporated  in  1945 

under  the  Canada  Corporations  Act,  R.S.,  c.53,  following  expropriation  in  1944  of  the 

shares  of  a  privately-owned  company.  The  head  office  of  the  Company  is  in  Ottawa,  the 

Beaverlodge  mine  is  near  Uranium  City,  Sask.,  and  the  refinery  and  administrative  offices 

are  in  Port  Hope,  Ont.  The  principal  functions  of  the  Company  are  to  produce,  refine 

and  sell  uranium  and  allied  products. 

t 
The  equity  of  the  Crown  in  the  Company  at  December  31,   1965  amounted  to 

$52,586,000  consisting  of  capital  stock  of  $6,586,000  and  surplus  of  $46,000,000.  A  divi- 
dend of  $1,500,000  was  paid  in  December  1965. 

In  1962  the  Company  contracted  to  sell  to  the  United  Kingdom  Atomic  Energy 
Authority  24,000,000  pounds  of  uranium  concentrates  between  the  years  1962  and  1971. 
At  the  same  time,  the  Company  contracted  to  purchase  20,917,000  pounds  of  uranium 
concentrates  from  six  producers,  leaving  a  balance  of  3,083,000  pounds  to  be  supplied  from 
the  Company's  own  mine.  The  contract  provides  for  the  deferment  of  payment  on 
4,800,000  pounds  until  the  later  years  of  the  contract  period.  At  December  31,  1965  an 
amount  of  $3,221,000  was  due  to  the  Company  under  this  contract  in  fixed  monthly 
instalments  ending  March  31,  1966  while  $25,613,000  is  recoverable  in  equal  annual 
instalments  during  the  years  1971  to  1973. 
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All  costs  and  expenses  in  connection  with  the  procurement  of  concentrates  from  other 
producers  are  recovered  and,  in  addition,  charges  (amounting  to  $938,000  in  1965)  are 
made  by  the  Company  for  administering  and  financing  the  program.  Up  to  the  end  of  the 
previous  year,  costs  and  expenses  of  concentrates  procured  from  other  producers  exceeded 
sales  by  $242,000.  During  the  year  the  excess  of  sales  over  costs  and  expenses  amounted 
to  $1,411,000,  resulting  in  a  balance  of  $1,169,000  to  be  offset  against  deliveries  in  the 
period  1968  to  1971  when  costs  of  acquisition  will  exceed  the  amount  of  the  sales. 

The  Governor  in  Council  granted  authority  in  1965  for  the  entry  into  further  con- 
tracts between  Her  Majesty  the  Queen  in  right  of  Canada,  represented  by  Eldorado  Min- 
ing and  Refining  Limited,  and  certain  other  uranium  producers  for  the  purchase  of  ura- 
nium bearing  concentrates  for  a  Government  of  Canada  stockpile.  At  December  31,  1965 
the  Company  was  the  custodian  of  uranium  concentrates  thus  acquired  at  a  total  cost  of 
$33,012,000,  of  which  $8,581,000  applies  to  concentrates  acquired  during  the  year.  Funds 
for  the  acquisition  of  these  concentrates  were  provided  by  appropriations  of  the  Depart- 
ment of  Trade  and  Commerce  and  accordingly  their  cost  was  not  included  in  the  accounts 
of  the  Company  (see  paragraph  131). 

The  following  is  a  summary  of  income  and  expense  for  the  past  two  years : 

Year  ended  December  31 
1965  1964 

Income — 

Sales  of  uranium  concentrates,  uranium  metal  and  related  prod- 
ucts, and  revenue  from  refining  services  $    16,388,000        S    15,690,000 

Expense — 

Mining,  milling,  refining  and  other  expenses  14,613,000  13,170,000 

Scientific  research    1,655,000  1,180,000 

Selling  and  shipping  expense    239,000  154,000 

16,507,000  14,504,000 

Net  (loss)  income  from  operations  (119,000)  1,186,000 

Income  arising  from  the  financing  of  ore  procurement  program  .  907,000  2,974,000 

Interest  and  other  non-operating  income   (net)    638,000  690,000 

1,426,000  4,850,000 

Provision  for  income  tax   —  2,400,000 



Net    income    $      1,426,000        $      2,450,000 


Although  sales  of  uranium  concentrates  totalled  2,080,000  pounds  in  1965,  compared 
with  1,379,000  pounds  in  1964,  revenue  from  sales  was  only  $1,040,000  greater  in  1965. 
The  sales  in  1964  were  made  under  a  contract  on  a  basis  of  $10  per  pound  plus  allowances 
for  escalation  of  labour  and  other  costs  amounting  to  $420,000.  In  1965,  however, 
1,246,000  pounds  were  sold  at  $5.37  per  pound  and  lesser  quantities  at  $8  and  $10  per 
pound.  Revenue  from  refining  services  decreased  by  $342,000  in  1965. 
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The  increase  in  mining,  milling,  refining  and  other  expenses  is  due  largely  to  the 
greater  number  of  pounds  of  concentrates  sold  in  1965.  Lateral  mine  development  and 
shaft  sinking  expenses  were  also  greater  than  in  1964. 

No  provision  for  income  tax  was  required  in  1965.  In  recent  years,  depreciation  has 
been  recorded  in  the  accounts  at  rates  which  exceeded  the  capital  cost  allowance  permitted 
under  the  Income  Tax  Act  in  determining  taxable  income.  In  1965,  the  permissible  capital 
cost  allowance  exceeded  depreciation  charged,  which  together  with  allowances  for  deple- 
tion and  scientific  research,  resulted  in  a  loss  for  the  year  for  income  tax  purposes.  By 
virtue  of  this  loss,  $354,000  of  the  income  tax  paid  in  1964  is  recoverable  and  was  credited 
to  surplus. 

204.  Export  Credits  Insurance  Corporation.  This  Corporation  was  established  in 
1944  by  the  Export  Credits  Insurance  Act,  R.S.,  c.  105,  to  provide  insurance  to  Canadian 
exporters  of  goods  and  services  against  the  risk  of  non-payment  by  foreign  buyers.  The 
Corporation,  which  has  its  head  office  in  Ottawa  and  branches  in  Montreal  and  Toronto, 
is  intended  to  operate  on  a  self-sustaining  basis  from  premiums  charged  on  contracts  of 
insurance.  Where  the  Corporation  is  of  the  opinion  that  a  proposed  contract  of  insurance 
would  impose  upon  it  a  liability  for  a  term  or  in  an  amount  in  excess  of  that  which  it 
would  normally  undertake  it  may  seek  the  approval  of  the  Governor  in  Council,  pursuant 
to  section  21  of  the  Act,  to  enter  into  the  proposed  contract  of  insurance.  In  the  event  of 
a  loss  under  this  section  (there  has  been  none)  the  moneys  required  to  discharge  the 
liability  are  payable  from  unappropriated  moneys  in  the  Consolidated  Revenue  Fund.  An 
amendment  to  the  Act  in  1959  introduced  section  21a  under  which  the  Corporation  may, 
with  the  authority  of  the  Governor  in  Council,  provide  long-term  financing  for  export 
sales  of  capital  goods  and  services  with  funds  available  out  of  the  Consolidated  Revenue 
Fund. 

The  Crown's  equity  in  the  Corporation  at  December  31,  1965  was  $134,043,000 
consisting  of  share  capital  of  $5,000,000,  capital  surplus  of  $5,000,000,  an  underwriting 
reserve  of  $5,000,000,  and  earned  surplus  of  $5,397,000,  together  with  advances  and 
accrued  interest  totalling  $113,646,000  in  respect  of  long-term  financing  of  sales  agree- 
ments under  section  21a  of  the  Act. 

Export  sales  insured  by  the  Corporation  on  its  own  account  during  1965  totalled 
$134,000,000  on  which  premiums  of  $736,000  were  earned.  Export  sales  insured  under 
section  21  of  the  Act  totalled  $79,000,000  and  premiums  amounted  to  $924,000  of  which 
$693,000  was  remitted  to  the  Receiver  General  and  $231,000  was  retained  by  the  Cor- 
poration, and  recorded  as  deferred  income,  in  respect  of  expenses  and  overhead,  on  the 
basis  authorized  by  the  Minister  of  Trade  and  Commerce.  At  December  31,  1965  the 
liability  of  the  Corporation  under  contracts  of  insurance  issued  and  outstanding  totalled 
$490,230,000  of  which  $359,237,000  was  for  contracts  entered  into  under  section  21  of 
,  the  Act. 
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At  December  31,  1965,  after  five  years  of  operation  in  the  field  of  direct  long-term 
financing  of  export  sales  of  capital  goods  and  services  under  the  authority  of  section 
21a  of  the  Act,  the  Corporation  had  signed  agreements  to  finance  export  sales  amounting 
to  $269,000,000  of  which  $166,000,000  had  been  disbursed,  and  $18,000,000  had  been 
repaid,  leaving  a  balance  on  loan  of  $148,000,000.  The  Corporation's  portion  of  interest 
and  of  guarantee  fees  earned  in  respect  of  long-term  financing  agreements  amounted  to 
$340,000  in  the  year  compared  with  $232,000  in  the  previous  year.  Notes  for  $37,000,000, 
which  mature  within  four  years  and  are  unconditionally  guaranteed  by  the  Corporation, 
were  held  for  the  account  of  Export  Finance  Corporation  of  Canada,  Ltd.  (a  subsidiary 
of  the  Canadian  chartered  banks)  to  whom  they  had  been  sold  although  the  Corporation 
continues  to  be  responsible  for  the  collection  of  principal  and  interest.  In  addition  to  the 
signed  financing  agreements,  the  Corporation  had  agreed  to  finance  $14,000,000  of  pros- 
pective sales  and  had  guaranteed  or  had  undertaken  to  guarantee  negotiable  instruments 
totalling  $9,347,000  with  respect  to  completed  sales. 

The  following  is  a  comparative  summary  of  operations  for  the  past  two  years : 

Year  ended  December  31 


1965  1964 


Income — 

Premiums  and   fees   earned    $  1,447,000        $  1,287,000 


Expense — 

Salaries  and  employee   benefits    484,000  438,000 

Rents     47,000  39,000 

Stationery,  printing  and  office  expenses   41,000  28,000 

Travel    24,000  29,000 

Communications    expense    21,000  18,000 

Other   62,000  46,000 


679,000  598,000 

3t 


768,000  689,000 


Policyholders'  claims — 

Recoveries     397,000  655,000 

Payments    150,000  515,000 


247,000  140,000 


Excess  of  income  and  policyholders'  claims  (net)  over  expense  1,015,000  829,000 

Interest  on  investments   323,000  636,000 


Excess  of  income  over  expense    S  1,338,000        $  1,465,000 


The  increase  of  $81,000  in  administrative  expense  for  the  year  resulted  mainly  from 
an  increase  of  $44,000  in  salaries,  of  which  approximately  $21,000  was  for  additional  staff 
engaged  in  1964  and  1965  and  $23,000  was  for  salary  increases. 
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The  following  is  a  summary  of  transactions  in  respect  of  claims  paid  to  policyholders : 

Outstanding          Claims            Amounts  Written  Outstanding 

Type  of  claim            Jan.  1, 1965              paid              recovered  off  Dec.  31, 1965 

Insolvency    $     253,000        $       44,000        $       14,000  $       32,000  $     251,000 

Default    254,000                 96,000                 19,000  31,000  300,000 

Exchange  transfer    359,000                  4,000              363,000  (15,000)  15,000 

Other    1,000                   6.000                   1,000  5,000  1,000 

$      867,000        $      150,000        $     397,000  $       53,000  $     567,000 


Of  the  amount  of  $567,000  in  claim  payments  shown  above  as  outstanding  at  Decem- 
ber 31,  1965  the  Corporation  anticipates  making  substantial  recoveries.  The  amounts 
recovered  will  be  added  to  income  in  the  years  in  which  recoveries  are  effected. 

In  1964  an  amendment  to  the  Export  Credits  Insurance  Act  exempted  the  Corpora- 
tion from  the  payment  of  income  tax  following  which  an  amount  of  $10  million,  corre- 
sponding to  the  sum  of  the  paid-in  capital  and  capital  surplus,  was  on  July  31,  1964  paid 
into  a  special  non-interest-bearing  account  in  the  name  of  the  Corporation  in  the  Con- 
solidated Revenue  Fund.  In  April  1965  a  further  $3,976,000,  representing  accumulated 
net  earnings  through  the  investment  up  to  July  31,  1964  of  the  $10  million  paid  into  the 
special  non-interest-bearing  account,  was  deposited  in  the  same  account.  In  order  to  pro- 
vide funds  for  the  second  deposit  the  Corporation,  on  the  instructions  of  the  Department 
of  Finance,  sold  Government  of  Canada  securities  and  in  so  doing  incurred  a  loss  of 
$661,000.  This  loss  has  been  charged  to  the  Corporation's  earned  surplus. 

In  last  year's  Report  reference  was  made  to  the  decision  of  the  Board  of  Directors  to 
transfer  the  total  of  the  Corporation's  earned  surplus,  together  with  the  excess  of  income 
over  expense  for  the  year  ended  December  31,  1964,  to  the  Underwriting  Reserve  and  to 
show  the  Reserve  on  the  balance  sheet  of  the  Corporation  as  a  liability  reserve  in  the 
amount  of  $9,719,000  as  at  December  31,  1964.  We  stated  that  the  Corporation  was  giving 
further  consideration  to  our  opinion  that  the  Reserve  was  general  in  nature  and  should 
have  been  included  in  the  capital  or  shareholders'  equity  section  of  the  balance  sheet.  The 
Board  of  Directors  has  since  directed  that  the  Reserve  be  reinstated  in  its  former  amount 
of  $5  million  and  this  has  now  been  established  to  provide  for  losses  on  contracts  of 
insurance  entered  into  under  section  14  of  the  Act.  We  are  advised  that  the  Board  will 
give  consideration  in  future  years  to  the  Corporation's  liability  position  under  its  out- 
standing contracts  of  insurance  for  the  purpose  of  determining  any  further  amounts  which 
might  require  to  be  credited  to  the  Underwriting  Reserve  from  the  year's  operations  or 
from  earned  surplus.  The  balance  of  the  Reserve  was  restored  to  earned  surplus  with  effect 
from  December  31,  1965. 

205.  Farm  Credit  Corporation.  This  Corporation  was  established  in  1959  by  the  Farm 
Credit  Act,  1959,  c.  43,  to  succeed  the  Canadian  Farm  Loan  Board  which  had  operated 
since  1929.  The  purpose  of  the  Corporation  is  to  make,  administer  and  supervise  long- 
term  mortgage  loans  to  farmers.  The  Corporation  also  administers  the  Farm  Machinery 
Syndicates  Credit  Act,  1964-65,  c.29,  which  authorizes  the  making  of  loans  to  qualified 
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syndicates  of  three  or  more  farmers  for  the  purchase  of  farm  machinery  for  their  co-op- 
erative use.  The  head  office  of  the  Corporation  is  in  Ottawa  and  there  are  7  branch,  28 
district  and  127  field  offices  throughout  Canada. 

The  Government  of  Canada  paid  a  further  $5,750,000  into  the  capital  of  the  Corpora- 
tion during  the  year  and  advanced  an  additional  $141,327,000  (net)  by  way  of  loans. 
At  March  31,  1966  the  equity  of  the  Government  in  the  Corporation  amounted  to 
$605,672,000  comprising:  capital,  $22,750,000;  loans,  $565,668,000  (of  which  $939,000 
was  in  respect  of  the  Farm  Machinery  Syndicates  Credit  Act) ;  accrued  interest  on  loans, 
$15,618,000;  reserve  for  losses  under  the  Farm  Credit  Act,  $1,612,000;  and  retained  earn- 
ings from  operations  under  the  Farm  Machinery  Syndicates  Credit  Act,  $24,000. 

During  the  year,  11,049  loans  were  made  to  farmers  to  a  total  of  $201,688,000  com- 
pared with  9,845  loans  amounting  to  $139,751,000  made  in  the  previous  year.  Repayments 
of  principal  amounted  to  $58,891,000,  an  increase  of  $21,532,000  over  the  previous  year. 
Loans  outstanding  at  March  31,  1966,  with  accrued  interest,  amounted  to  $603,081,000 
compared  with  $455,905,000  at  March  31,  1965.  Loans  outstanding  under  the  Farm  Ma- 
chinery Syndicates  Credit  Act,  which  came  into  force  on  December  11,  1964,  amounted 
to  $902,000  at  March  31,  1966  compared  with  $54,000  at  March  31,  1965. 

The  following  is  a  comparative  summary  of  the  income  and  expense  of  the  Corpora- 
tion for  the  past  two  years :  Year  ended  March  31 


1966 


1965 


Operations  under  the  Farm  Credit  Act 

Income — 

Interest  earnings    

Deduct:  Interest  on  loans  from  the  Government  of  Canada 

Appraisal,  supervision  and  legal  fees  

Expense — 

Salaries  and  employee  benefits  

Travel    

Office  accommodation    

Postage,  express,  telephone  and  telegraph  

Printing,  stationery  and  office  supplies   

Rental  and  maintenance  of  office  equipment 

Appeal  Boards— fees  and  expenses  

Management  consultants'  fees   

Depreciation    

Other    

Less:  Portion  allocated  to  operations  under  the  Farm  Machinery 
Syndicates  Credit  Act   


Net  operating  loss,  provided  for  by  parliamentary  appropriation 


$  25,890,000 

$  19,786,000 

23,525,000 

17,169,000 

2,365,000 

2,617,000 

1,103,000 

828,000 

3,468,000 

3,445,000 

3,505,000 

3,116,000 

434,000 

327,000 

251,000 

222,000 

101,000 

94,000 

99,000 

93,000 

53,000 

55,000 

25,000 

— 

18,000 

12,000 

37,000 

36,000 

41,000 

70,000 

4,564,000 

4,025,000 

66,000 

50,000 

4,498,000 

3,975,000 

$   1,030,000 

$    530,000 
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Year  ended     December  11,  1964 
March  31, 1966    to  March  31, 1965 

Operations  under  the  Farm  Machinery  Syndicates  Credit  Act 

Income — 

Interest  (net)  and  service  charges  $       15,000  $         1,000 

Amount  appropriated  by  Parliament  for  carrying  out  the  purposes 

of  this  Act    75,000  50,000 

90,000  51,000 

Portion  of  Corporation's  expenses  allocated  to  operations  under  this 
Act    66,000  50,000 

Excess  of  income  over  expense  transferred  to  retained  earnings  . . .  .$       24,000  $         1,000 


With  respect  to  the  operations  under  the  Farm  Credit  Act,  the  increase  of  $523,000 
in  expense  for  the  year  ended  March  31,  1966  was  due  largely  to  the  continuation  of 
the  growth  in  lending  activity  and  the  consequent  expansion  of  the  Corporation  which 
has  resulted  in  an  increase  in  staff  from  183  at  March  31,  1960  to  529  at  March  31,  1965 
and  571  at  March  31,  1966.  During  the  same  period  the  number  and  principal  of  loans 
outstanding  increased  from  28,000  and  $117,000,000  to  53,000  and  $586,000,000. 

In  our  report  to  the  Minister  of  Agriculture  under  section  87  of  the  Financial 
Administration  Act,  on  the  examination  of  the  accounts  of  the  Corporation  for  the  year 
ended  March  31,  1966,  reference  was  made  to  the  reduction  in  the  Reserve  for  Losses 
during  the  past  six  years,  due  in  part  to  the  statutory  obligation  placed  on  the  Corpora- 
tion to  lend  money  at  a  fixed  rate,  as  follows: 

Section  15  of  the  Farm  Credit  Act  requires  the  Corporation  to  establish  a  Reserve  out 
of  which  may  be  paid  "any  losses  sustained  by  the  Corporation  in  the  conduct  of  its 
business".  The  section  further  provides  that  the  Corporation  shall  credit  its  net  earnings 
each  year  to  this  Reserve  until  the  amount  of  the  Reserve  equals  the  capital  of  the 
Corporation.  At  March  31,  1966  the  capital  of  the  Corporation  amounted  to  $22,750,000 
while  the  Reserve  amounted  to  $1,611,529,  having  been  reduced  by  $32,998  due  to  losses 
written  off  during  the  year. 

As  previously  pointed  out,  the  statutory  lending  rate  of  5%  on  loans  to  farmers  has  not 
provided  sufficient  income  to  cover  the  interest  paid  on  borrowings  from  the  Government 
of  Canada  and  administrative  expenses  applicable  to  loans  made  at  this  rate.  The  annual 
excess  of  expense  over  income  is  now  being  met  each  year  by  parliamentary  appropriation. 
The  operating  loss  of  $1,029,998  for  the  year  ended  March  31,  1966,  compared  with  a  loss 
of  $529,694  for  the  previous  year,  was  recovered  from  Department  of  Agriculture  Vote  90e. 

While  continuation  of  the  policy  of  providing  a  parliamentary  appropriation  to  cover 
the  annual  operating  loss  of  the  Corporation  will  prevent  further  depletion  of  the  Reserve  by 
such  losses,  no  provision  has  been  made  for  the  building  up  of  the  Reserve  to  an  amount 
equivalent  to  the  capital  of  the  Corporation  as  is  contemplated  by  the  Farm  Credit  Act. 

A  1964  amendment  to  the  Farm  Credit  Act  increased  the  amount  that  a  single 
farming  enterprise  may  borrow  under  Part  II  of  the  Act  from  $20,000  to  $40,000  and 
under  Part  III  of  the  Act  from  $27,500  to  $55,000.  The  interest  rate  of  5%  per  annum 
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remains  unchanged  on  amounts  loaned  by  the  Corporation  up  to  the  previously  existing 
limits  of  $20,000  and  $27,500,  but  the  interest  rate  to  be  charged  on  moneys  loaned  in 
excess  of  these  amounts  may  from  time  to  time  be  prescribed  by  the  Corporation  with 
the  approval  of  the  Governor  in  Council  "which  rate  shall  be  sufficient,  if  the  whole 
amount  of  the  loan  were  to  be  loaned  by  the  Corporation  at  that  rate,  to  return  to  the 
Corporation  an  amount  equal  to  the  cost  to  the  Corporation  of  any  money  borrowed 
for  the  purposes  of  the  loan  and  the  expenses  of  the  Corporation  in  respect  thereof, 
including  a  reasonable  reserve  against  loss." 

The  interest  rate  on  moneys  loaned  under  the  increased  limits  was  6|%  per  annum 
up  to  August  8,  1966  when  it  was  raised  to  6|%.  Since  these  rates  apply  only  to  the 
portion  of  any  loan  in  excess  of  $20,000  or  $27,500,  as  the  case  may  be,  the  operations 
of  the  Corporation  will  continue  to  result  in  an  annual  operating  loss. 

206.  The  National  Battlefields  Commission.  This  Commission,  constituted  by  the 
National  Battlefields  at  Quebec  Act,  1908,  c.  57,  with  the  objects  of  acquiring  and 
preserving  the  historic  battlefields  at  Quebec,  consists  of  nine  members,  seven  of  whom 
are  appointed  by  the  Governor  in  Council  and  one  each  by  the  Province  of  Ontario 
and  the  Province  of  Quebec. 

Prior  to  1958  the  Commission  was  financed  by  statutory  grants  made  from  time  to 
time  under  the  constituting  Act,  but  it  has  since  been  financed  by  annual  parliamentary 
appropriations.  At  March  31,  1966  the  proprietary  equity  of  the  Crown  in  the  Com- 
mission amounted  to  $1,538,000,  an  increase  of  $35,000  during  the  year,  comprising 
capital  assets  costing  $1,515,000  and  working  capital  of  $23,000. 

The  following  is  a  summary  of  the  expenses  of  the  Commission  for  the  years  ended 
March  31,  1966  and  1965: 

Year  ended  March  31 


1966  1965 


Salaries,  wages  and  related   expenses   $  164,000        $      164.000 

Policing  services    19,000  31,000 

Repairs  of  roads,  driveways  and  buildings   15,000  25,000 

Light,  heat,  power,  gasoline  and   oil    14,000  15,000 

Operating  supplies   and  nursery   stock    10,000  16,000 

Special  weed  treatment  for  lawns  8,000  — 

Souvenir  pamphlet   4,000  — 

Other   8,000  9,000 


242,000  260,000 

Reconstruction  of  Martello  Tower  No.  4    —  42,000 

Capital  outlays    12,000  25,000 


254,000        $      327,000 


The  income  of  the  Commission,  consisting  of  $275,000  appropriated  by  Parliament 
and  $2,000  of  miscellaneous  income,  exceeded  its  expenses  by  $23,000  in  1965-66.  This 
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amount  together  with  $12,000  of  capital  outlays  accounts  for  the  increase  of  $35,000 
in  the  proprietary  equity  of  the  Crown  in  the  Commission. 

The  souvenir  pamphlet  expense  of  $4,000  became  non-productive  when  the  printing 
of  the  pamphlet  advertising  the  Park  was  interrupted  because  of  the  resignation  of  the 
Chairman  whose  name  and  signature  appeared  thereon.  After  the  appointment  of  the 
new  Chairman  the  printing  was  to  be  resumed  but  it  was  found  that  the  paper  had 
shrunk  in  the  intervening  months  and  had  to  be  scrapped.  The  pamphlet  is  being  reprinted 
at  a  cost  of  $10,800. 

Funds  contributed  by  the  provincial  governments  and  others  in  the  years  following 
establishment  of  the  Commission  in  1908,  which  may  be  used  only  for  the  acquisition  of 
land  with  prior  parliamentary  approval,  amounted  to  $33,000  at  March  31,  1966.  The  only 
transactions  in  the  account  since  1938  have  been  credits  from  interest  earnings. 

It  has  been  the  practice  for  the  Park  Superintendent  to  initiate  the  expenditures  of 
the  Commission  and  for  payments  to  be  approved  by  the  Secretary  of  the  Commission. 
However,  due  to  the  ill  health  of  the  Park  Superintendent,  most  of  the  expenditures  in 
the  past  two  years  have  been  incurred  on  the  sole  authority  of  the  Secretary.  Further- 
more, tenders  for  contracts  for  maintenance  projects  were  not  invited  by  public  adver- 
tisement. Among  the  contracts  awarded  was  one  amounting  to  $20,829  covering  street 
paving  and  the  construction  of  sidewalks  and  curbs  which  was  not  reported  to  the 
Treasury  Board  (being  in  excess  of  $10,000)  as  is  required  by  section  8  of  the  Govern- 
ment Contracts  Regulations. 

207.  National  Capital  Commission.  This  Commission  was  established  by  the  National 
Capital  Act,  1958,  c.  37,  to  succeed  the  Federal  District  Commission  which  had  been 
established  in  1927  as  the  successor  to  the  Ottawa  Improvement  Commission,  1899. 

The  objects  and  purposes  of  the  Commission  are  "to  prepare  plans  for  and  assist  in 
the  development,  conservation  and  improvement  of  the  National  Capital  Region  in  order 
that  the  nature  and  character  of  the  seat  of  the  Government  of  Canada  may  be  in 
accordance  with  its  national  significance".  Subject  to  the  control  exercised  by  the  Governor 
in  Council,  the  Commission  has  wide  powers  including  those  relating  to:  acquisition 
and  development  of  property;  construction  and  maintenance  of  parks,  roads,  bridges, 
buildings  and  other  works;  undertaking  joint  projects  with  municipalities  or  making 
grants  to  municipalities;  construction  and  operation  of  concessions;  and  the  administra- 
tion of  historic  buildings  and  sites.  The  Commission  consists  of  20  members  appointed  by 
the  Governor  in  Council  from  across  Canada. 

At  March  31,  1966  the  proprietary  interest  of  the  Government  of  Canada  in  the  Com- 
mission, including  loans,  totalled  $135,492,000  represented  by:  cash,  $140,000;  inven- 
tories of  tools,  equipment  and  supplies,  $214,000;  and  capital  assets  at  cost,  $135,138,000. 

The  Commission's  activities  are  financed  by  annual  parliamentary  appropriations, 
withdrawals  from  the  National  Capital  Fund  and  loans  from  the  Government  of  Canada, 
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along  with  revenues  from  rentals,  etc.  A  summary  of  the  expenditure  and  other  trans- 
actions for  the  past  two  years  is  as  follows: 

Year  ended  March  31 

1966  1965 

Operation  and  maintenance  of  parks,  parkways  and  grounds  adjoining 
government  buildings  at  Ottawa  and  Hull,  maintenance  of  other 
properties  and  general  administration 

Expenditure     $  3,969,000        $  3,628,000 

Provided  for  by — 

Parliamentary  appropriation    $  3,781,000        $  3,390,000 

Revenue    188,000  238,000 

$  3,969,000        $  3,628,000 

National  Capital  Fund 

Balance  at  April  1 — 

In  the  Consolidated  Revenue  Fund   $     425,000        $  6,425,000 

In  the  hands  of  the  Commission  1,750,000  986,000 

2,175,000  7,411,000 

Parliamentary  appropriation   12,100,000  4,500,000 

Proceeds  from  sales  of  property  1,029,000  425,000 

15,304,000  12,336,000 

Expenditure — 
Capital  outlays  for  parks,  parkways,  railway  lines  and  structures,  etc.  12,347,000  7,181,000 

Repayment  of  loans  to  acquire  property  now  in  use — Queensway, 

Ottawa  River  Parkway,  Sussex  Drive    (1965-Queensway)    1,289,000  2,529,000 

Maintenance  of  land  and  rehabilitation  works  193,000  112,000 

Contributions  to  the  City  of  Ottawa  and  other  municipalities  to- 
wards the  cost  of  constructing  roads,  bridges,  sewers,  etc 646,000  339,000 

14,475,000  10,161,000 

Balance  at  March  31 — 

In  the  Consolidated  Revenue  Fund   1,625,000  425,000 

In  the  hands  of  the  Commission  (  796,000)  1,750,000 

$     829,000        $  2,175,000 


Acquisition   of   property   in   the  National   Capital   Region  through   loans 
provided  by  the  Government  of  Canada 

Unexpended  balance  of  loans  at  April  1    $  1,259,000  $     383,000 

Add: 

Government  of  Canada  loans  (net)    7,478,000  6,865,000 

Amount  recovered  from  the  National  Capital  Fund  with  respect  to 

properties  put  into  use   1,289,000  2,529,000 

Proceeds  from  sales  of  property    1,733,000  1,906,000 

11,759,000  11,683,000 

Deduct : 
Expenditure  for  acquisition  of  property    11,619,000  10,424,000 

UnexDended  balance  of  loans  at  March  31   $     140,000        S  1,259,000 
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Year  ended  March  31 
1966  1965 

Interest  charges  on  outstanding  Government  of  Canada  loans  \ 


Interest   on   loans    $  3,254,000  $  2,85S,000 

Provided  for  by — 

Parliamentary  appropriation     $  2,741,000  $  2,464,000 

Net  revenue  from  rentals  of  property  and  interest  earnings  513,000  394,000 

$  3,254,000  $  2,858,000 


The  expenditures  incurred  in  the  various  activities  of  the  Commission,  as  sum- 
marized above,  totalled  $33,317,000  compared  to  $27,071,000  in  the  preceding  year  and 
were  financed  as  follows: 

Year  ended  March  31 


1966  1965 


Parliamentary    appropriations    $  19,968,000  $    15,590,000 

Loans  to  the  Commission  11,619,000  10,424,000 

Proceeds  from  sales  of  property — National  Capital  Fund   1,029,000  425,000 

Revenues  of  the  Commission    701,000  632,000 


S    33,317,000        $    27,071,000 


A  revised  capital  budget  of  the  Commission  which  provided  for  expenditures  of 
$24,044,000  in  1965-66  was  approved  by  the  Governor  in  Council  pursuant  to  section  80 
of  the  Financial  Administration  Act.  It  was  stipulated  in  the  approved  budget  that 
expenditures  in  respect  of  certain  items  might  exceed  amounts  shown  by  not  more  than 
10%  without  further  approval,  provided  that  the  prescribed  total  for  each  budget  group- 
ing was  not  exceeded.  The  accounts  of  the  Commission  show  that  of  the  total  capital 
expenditures  for  the  year  of  $23,685,000,  the  expenditures  for  one  grouping  exceeded  the 
authorized  total  of  $11,625,000  by  $1,498,000  and  included  two  major  items,  the  approved 
limits  for  which  were  exceeded  by  a  total  of  $567,000. 

Department  of  Public  Works  Vote  L70  provided  for  loans  to  the  Commission  of 
$9,000,000  for  the  purpose  of  acquiring  property  in  the  National  Capital  Region, 
excluding  property  being  acquired  for  the  Greenbelt.  These  loans  together  with  funds  on 
hand  at  April  1,  1965  provided  a  total  of  $9,449,000  for  these  property  acquisitions. 
During  the  year  the  total  expenditure  incurred  by  the  Commission  on  these  properties 
amounted  to  $10,082,000,  or  $633,000  in  excess  of  the  funds  available. 

The  Public  Accounts  Committee  gave  further  consideration  during  the  year  to  the 
practice  of  requiring  the  National  Capital  Commission  to  seek  parliamentary  appropria- 
tions to  enable  it  to  pay  interest  on  loans  obtained  from  the  Minister  of  Finance  for  the 
purchase  of  properties.  In  its  Seventh  Report  1966  (see  Appendix  1,  items  19  and  41) 
the  Committee  noted  the  undertaking  of  the  Department  of  Finance  to  review  and  dis- 
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cuss  this  practice  with  the  Auditor  General  and  asked  that  he  report  on  the  matter  in 
due  course.  Loans  from  the  Minister  of  Finance  totalled  $67,329,000  at  March  31,  1966. 
Interest  charges  in  1965-66  amounted  to  $3,254,000  of  which  $2,741,000  was  provided 
by  Department  of  Public  Works  Vote  60.  (See  paragraph  172  of  this  Report.) 

208.  National  Harbours  Board.  This  Board  was  established  in  1936  by  the  National 
Harbours  Board  Act,  R.S.,  c.  187,  and  has  jurisdiction  over  the  harbours  of  St.  John's, 
Nfld.,  (established  as  a  national  harbour  on  January  1,  1965),  Halifax,  N.S.,  Saint  John, 
N.B.,  Chicoutimi,  Que.,  Quebec,  Que.,  Trois-Rivieres,  Que.,  Montreal,  Que.,  (including 
the  Jacques  Cartier  and  Champlain  Bridges),  Churchill,  Man.,  and  Vancouver,  B.C., 
together  with  grain  elevators  at  Prescott,  Ont.,  and  Port  Colborne,  Ont.  The  head 
office  of  the  Board  is  in  Ottawa. 

The  proprietary  equity  of  the  Government  of  Canada  at  December  31,  1965  totalled 
$520,173,000  comprising:  equity  represented  by  the  cost  of  assets  transferred  to  the  Board 
on  its  establishment  and  subsequently,  $70,344,000;  loans  and  advances  $323,212,000; 
interest  in  arrears  on  loans  and  advances,  $93,286,000;  and  reserves,  $116,875,000;  less 
the  accumulated  deficit  of  $83,544,000. 

The  value  of  the  Port  and  Harbour  of  St.  John's,  excluding  land,  was  recorded  at 
$10,086,000  as  of  January  1,  1965,  being  the  estimated  net  book  value  at  the  time  it  be- 
came a  national  harbour  upon  transfer  from  the  Department  of  Public  Works.  The  esti- 
mated value  of  the  land  is  to  be  recorded  when  the  identification  of  the  land  and  water 
lots  has  been  completed. 

During  the  year  there  was  an  increase  of  $3,118,000  in  the  indebtedness  of  the  Board 
for  loans  and  advances  and  $7,082,000  for  interest  in  arrears.  In  previous  Reports  we  have 
pointed  out  that  there  was  little  prospect  of  the  Board  being  in  a  position  to  meet  its 
principal  and  interest  obligations  and  recommended  that  the  financial  structure  of  the 
Board  be  reconstituted.  Proposals  have  been  under  study  by  the  Board  and  by  the  Depart- 
ment of  Finance  but  no  decision  has  yet  been  reached. 

Current  assets  of  the  Board  included  the  sum  of  $348,000  due  from  the  Quebec 
Natural  Gas  Corporation  for  rental  charges  by  the  Board  for  the  easement  for  a  20-inch 
natural  gas  pipeline  over  the  Jacques  Cartier  Bridge.  The  amount  represents  $243,000 
outstanding  on  December  31,  1964  plus  $105,000  charged  for  1965.  In  previous  Reports 
we  have  noted  that  authority  for  the  installation  of  the  pipeline  was  granted  by  the  Board 
on  May  1,  1959  subject  to  later  negotiation  of  the  annual  rental  rate  but  that  the  Corpora- 
tion subsequently  would  not  agree  to  the  rate  proposed  and  requested  the  Board  to  con- 
sider one  that  was  little  more  than  nominal.  In  1965,  the  Board  instructed  the  Department 
of  Justice  to  institute  legal  proceedings  against  the  Corporation. 

Until  revocation  of  tolls  on  June  1,  1962,  the  Jacques  Cartier  Bridge  was  operated 
under  a  tri-partite  agreement  which  required  the  City  of  Montreal  and  the  Province  of 
Quebec  to  pay  to  the  Board  one-third  of  any  annual  deficit  arising  from  the  operations 
of  the  Bridge  to  a  maximum  of  $150,000  each.  Since  1944  the  Province  has  refused  to 
make  the  required  contributions  and  at  the  end  of  1949  its  accumulated  indebtedness 
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amounted  to  $744,425.  From  1950  until  revocation  of  tolls,  the  Bridge  did  not  incur  an 
operating  deficit  and  the  accounts  of  the  Board  continue  to  show  this  amount  as  due  from 
the  Province.  In  previous  Reports  we  observed  that  the  settlement  of  this  claim  and  the 
transfer  of  this  Bridge  to  the  Province  had  been  the  subject  of  negotiations  between  the 
Board  and  the  Province.  No  further  progress  was  made  during  the  year. 

Reference  has  been  made  in  previous  Reports  to  the  dispute  between  the  Board  and 
the  Canadian  Pacific  Railway  regarding  the  ownership  of  certain  areas  of  Coal  Harbour, 
Vancouver.  Title  to  the  areas  involved  has  been  in  dispute  since  1880.  After  several  meet- 
ings over  an  extended  period  between  officials  of  the  Board  and  of  the  Railway  a  basis  of 
settlement  is  now  embodied  in  a  "'Memorandum  of  Agreement"  between  the  two  parties. 
Order  in  Council  P.C.  1966-1248  of  June  30,  1966  authorized  the  Board  to  implement  the 
terms  of  the  Agreement,  which  should  lead  to  a  final  settlement  of  this  long-standing 
dispute.  In  the  meantime,  the  Railway  continues  to  collect  rentals  and  other  revenue  from 
certain  areas  in  its  possession  while  the  Harbour  authorities  do  likewise  in  respect  of  the 
disputed  areas  occupied  by  the  Board.  At  December  31,  1965  the  Board  held  $182,000  in 
trust  while  the  Railway  held  $272,000. 

The  following  is  a  summary  of  the  operations  of  the  harbours  and  elevators  and  of 
the  bridges  for  the  past  two  years: 

Year  ended  December  31 

1965  1964 

Harbours  and  Elevators 

Operating  income — 

Harbours     $  4,735,000  $  4,597,000 

Wharves   and    piers    12,390,000  10,474,000 

Grain  elevator  systems   10,454,000  9,423,000 

Cold   storage   systems    1,293,000  1,315,000 

Permanent    sheds    2,796,000  2,206,000 

Railway  systems    927,000  863,000 

Miscellaneous  services   1,494,000  1,224,000 

34,089,000  30,102,000 

Operating  and  administrative  expenses — 

Harbours     5,255,000  4,411,000 

Wharves  and   piers    1,078,000  946,000 

Grain   elevator   systems    6,504,000  6,349,000 

Cold  storage  systems   1,171,000  1,144,000 

Permanent  sheds   1,563,000  1,438,000 

Railway    systems    1,055,000  1,063,000 

Miscellaneous    services    1,520,000  1,344,000 

Administrative  expenses   2,966,000  2,558,000 

21,112,000  19,253,000 

Net  operating  income    12,977,000  10,849,000 
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Year  ended  December  31 

1965  1964 

Other  income — 

Income  from  investments    $  2,514,000  $  2,491,000 

Miscellaneous   243,000  338,000 

15,734,000  13,678,000 

Special  charges — 

Provision  for  interest  on  loans  and  advances    9,445,000  9,392,000 

Provision  for  replacement  of  capital  assets  5,155,000  4,803,000 

Other     453,000  464,000 

15,053,000  14,659,000 

Net    income    (loss)     $     681,000  $    (981,000) 

Bridges 

Operating  income — 

Jacques  Cartier   Bridge    $     129,000  $     159,000 

Champlain  Bridge   991,000  625,000 

1,120,000  784,000 

Operating  expenses — 

Jacques  Cartier   Bridge    362,000  294,000 

Champlain    Bridge     454,000  408,000 

816,000  702,000 

Net    operating    income    304,000  82,000 

Special  charges — 

Provision  for  interest  on  loans  and  advances   1,734,000  1,620,000 

Provision  for  replacement  of  capital  assets   511,000  508,000 

Settlement  of  claim  by  lessor  of  toll-collecting  equipment   —  279,000 

Other   68,000  72,000 

2,313,000  2,479,000 

Net    loss    $  2,009,000  $  2,397,000 


Tariff  rates  were  increased  during  1965  and  water-borne  cargo-tonnage  surpassed 
that  of  1964  by  1,909,000  tons.  As  a  result,  with  the  exception  of  the  Port  Colborne 
elevator,  revenue  increased  at  all  locations.  The  decrease  of  $28,000  in  revenue  at  Port 
Colborne  resulted  from  reduced  receipts  of  eastern  grain  due  to  crop  damage  caused 
by  adverse  weather  conditions. 

Foreign  inward  traffic,  which  increased  by  2,515,000  tons,  provided  the  major  increase 
in  cargo-tonnage,  but  this  was  partly  offset  by  a  decrease  of  863,000  tons  in  wheat  exports. 
The  large  increase  in  foreign  inward  traffic  is  mainly  attributable  to  increased  tonnages 
handled  of:  fuel  oil  at  Halifax,  Saint  John,  Quebec,  Trois-Rivieres  and  Montreal,  totalling 
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1,192,000  tons;  crude  oil  at  Montreal,  544,000  tons;  steel  bars  and  rods  at  Montreal, 
139,000  tons;  and  plate  sheet  metal  at  Vancouver,  114,000  tons.  The  decrease  in  wheat 
exports  was  mainly  due  to  a  reduction  in  deliveries  to  the  U.S.S.R.  and  China  which 
reached  their  peak  in  1964,  as  well  as  labour  disputes  in  Montreal  and  Vancouver  which 
hampered  shipments  of  grain  at  these  ports. 

All  tolls  and  charges  in  respect  of  passage  of  vehicles  over  the  Jacques  Cartier 
Bridge  were  revoked  as  of  June  1,  1962.  Traffic  across  the  Champlain  Bridge  increased 
from  3,914,000  vehicles  in  1964  to  6,379,000  vehicles  in  1965  due  mainly  to  the  opening 
of  a  second  approach  to  the  Bridge  in  December  1964. 

The  increases  in  operating  expenses  were  due,  in  part,  to  greater  cargo-tonnage 
handled  and  to  certain  expenditures  incurred  during  1965  which  had  no  counterpart  in 
1964.  Grants  to  municipalities  were  greater  by  $597,000  due  to  an  increase  in  the  payments 
to  50%  of  what  would  be  payable  under  the  Municipal  Grants  Act  formula  as  authorized 
by  Order  in  Council  P.C.  1964-1/1428  of  September  11,  1964.  At  Quebec,  $221,000  was 
spent  on  major  repairs  to  the  grain  elevator  and  cold  storage  warehouse.  In  Vancouver, 
expenditures  of  $99,000  were  required  to  operate  and  maintain  facilities  taken  over  from 
the  Department  of  National  Defence  in  1964  and  outlays  for  security  and  snow 
removal  were  higher  by  $51,000.  Operating  expenses  at  St.  John's,  included  for  the  first 
time,  amounted  to  $51,000. 

The  increased  administrative  expenses  resulted  mainly  from  certain  expenditures 
in  1965  having  no  counterpart  in  the  previous  year:  administrative  expenses  at  St.  John's, 
Nfld.,  $55,000;  expenses  of  the  labour  dispute,  Montreal,  $189,000;  and  hydraulic  model 
study  of  Burrard  Inlet,  Vancouver,  $41,000. 

In  June  1964  the  Board  acquired  three  sheds  in  Vancouver  from  the  Department  of 
National  Defence.  Five  months  later  one  roof  collapsed  and  others  suffered  considerable 
damage  from  exceptionally  heavy  quantities  of  snow.  The  necessary  reconstruction  cost 
$404,000  in  1965.  It  should  be  noted,  however,  that  according  to  a  Board  engineering 
report,  the  roof  beams  had  been  designed  in  accordance  with  the  building  codes  in  effect 
at  the  time  of  construction  in  1944  when  construction  steel  was  in  short  supply  and 
building  codes  took  this  into  consideration.  An  estimated  $135,000  of  potential  revenue 
was  lost  due  to  the  reduction  in  rentals  received  during  the  reconstruction  of  the  damaged 
roofs. 

In  last  year's  Report  we  noted  that  the  Board  was  required  to  pay  workers  for 
"dip-time",  the  initial  stage  of  unloading  a  grain  vessel  when  only  mechanical  devices 
are  used.  During  1965  the  workers  continued  to  be  paid  for  this  time  in  accordance  with 
the  collective  bargaining  agreements  between  the  Board  and  the  labour  unions  at  Port 
Colborne  and  Prescott.  The  new  agreement  with  the  union  at  Prescott,  entered  into  in 
1965  for  another  two  years,  includes  a  similar  provision. 

209.  Northern  Canada  Power  Commission.  This  Commission,  established  in  1948 
under  the  Northern  Canada  Power  Commission  Act,  R.S.,  c.  196,  consists  of  three 
members  appointed  by  the  Governor  in  Council.  The  objects  of  the  Commission  are  to 
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construct  and  operate  electric  power  plants  and  to  supply  power  to  mines  and  other 
users  in  the  Northwest  Territories  and  the  Yukon  Territory  and,  with  the  approval  of 
the  Governor  in  Council,  in  any  other  part  of  Canada.  The  Commission,  with  its  head 
office  in  Ottawa,  operates  hydro-electric  plants  at  Mayo,  Y.T.,  Whitehorse,  Y.T.,  Snare 
River,  (Yellowknife)  N.W.T.  and  a  newly  commissioned  plant  on  the  Taltson  River 
near  Fort  Smith,  N.W.T.  Thermal-electric  stations  are  operated  at  Fort  Resolution,  Fort 
Simpson,  Inuvik,  Fort  McPherson,  Aklavik  and  Frobisher  Bay,  N.W.T.,  Field,  B.C.,  and 
Moose  Factory,  Ont. 

The  proprietary  equity  of  the  Government  of  Canada  in  the  Commission,  at  the  end 
of  the  past  two  years,  follows: 

March  31 

1966  1965 

Advances,  including  $50,000  for  investigation  of  projects   $    30,749,000        $    28,142,000 

Equity  represented  by  cost  of: 
Central  heating,  water  and  sewerage  and  fire  alarm  systems  at 

Inuvik,   N.W.T.,  financed  by  parliamentary  appropriation    ..        7,003,000  7,003,000 
Extension,    expansion    and   improvements    of    capital    assets   fi- 
nanced from  earnings    560,000  315,000 

Reserve    for    contingencies    2,141,000  2,020,000 

Earned    surplus    1,477,000  1,274,000 

$    41,930,000        $    38,754,000 


The  Commission  also  acts  as  agent  for  the  Government  of  Canada  in  respect  of  loans 
made  under  the  Atlantic  Provinces  Power  Development  Act,  1957-58,  c.  25,  and  in  this 
capacity  made  advances  to  the  provincial  power  commissions  of  Nova  Scotia,  New- 
foundland and  New  Brunswick.  Outstanding  loans  totalled  $35,632,000. 

The  following  is  a  summary  of  the  income  and  expense  of  the  Commission  for  the 
past  two  years: 

Year  ended  March  31 


1966  1965 


Income — 

Sales   of   power    $  3,320,000  $  3,111,000 

Income    arising   from    construction,   maintenance   and    operation   of 

facilities  for  government  departments  and  others  1,037,000  966,000 

Sales  of  heat  733,000  734,000 

Miscellaneous     209,000  205,000 


5,299,000  5,016,000 


Expense — 

Operating  and  maintenance    3,104,000  2,887,000 

Administrative    321,000  301,000 

Interest  on  advances  from  the  Government  of  Canada  731,000  751,000 

Depreciation    (equivalent   to    repayment    of   principal    of    advances 

from  the  Government  of  Canada)    575,000  549,000 


4,731,000  4,488,000 

Net    income    $     568,000        $     528,000 
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The  increase  in  income  from  sales  of  power  was  due  mainly  to  the  revenue  derived 
from  the  new  hydro-electric  plant  on  the  Taltson  River  which  commenced  operating  in 
October  1965. 

Operating  and  maintenance  expenses  increased  because  of  salary  increments,  an 
increase  in  the  tax  on  diesel  fuel  and  the  initial  operating  costs  of  the  new  Taltson  River 
plant. 

210.  Northern  Ontario  Pipe  Line  Crown  Corporation.  This  Corporation  was  estab- 
lished by  the  Northern  Ontario  Pipe  Line  Crown  Corporation  Act,  1956,  c.10,  for  the 
purpose  of  constructing  the  Northern  Ontario  section  of  the  all-Canadian  natural  gas  pipe 
line  and  leasing  it  (subject  to  approval  by  the  Governor  in  Council)  to  Trans-Canada 
Pipe  Lines  Limited,  with  an  option  to  purchase. 

In  due  course  the  pipe  line  was  constructed  and  leased  with  an  option  to  purchase. 
The  option  was  exercised  and  sale  of  the  Northern  Ontario  section  of  the  all-Canadian 
natural  gas  pipe  line  to  Trans-Canada  Pipe  Lines  Limited  was  completed  on  May  29, 
1963.  The  purchaser  assumed  responsibility  for  the  negotiation  and  settlement  of  all  claims 
then  outstanding  and  of  any  other  claims  which  might  arise  in  the  future.  Upon  receipt 
of  payment  the  Corporation  discharged  its  liability  to  the  Government  of  Canada  for  out- 
standing loans  and  interest  accrued  thereon,  and  was  left  with  a  surplus  of  $694,000  of 
which  $690,000  remained  on  deposit  with  the  Receiver  General  at  the  close  of  the  Corpo- 
ration's financial  year  on  December  31,  1965.  Action  is  now  being  taken  to  wind  up  the 
affairs  of  this  Corporation. 

211.  Northern  Transportation  Company  Limited.  This  Company  is  a  wholly-owned 
subsidiary  of  Eldorado  Mining  and  Refining  Limited.  Northern  Transportation  Company 
(1947)  Limited  was  incorporated  as  a  private  company  by  letters  patent  dated  Novem- 
ber 27,  1947  under  the  provisions  of  the  Canada  Corporations  Act,  R.S.,  c.53,  to  take  over 
the  business  of  a  predecessor  company  which  had  been  incorporated  under  a  Province  of 
Alberta  charter  in  1934  and  whose  shares  had  been  acquired  when  the  capital  stock  of 
Eldorado  Mining  and  Refining  Limited  was  expropriated  by  the  Crown  in  1944.  The 
corporate  name  was  changed  to  Northern  Transportation  Company  Limited  by  supple- 
mentary letters  patent  dated  August  19,  1952. 

The  Company  is  authorized  by  its  letters  patent  to  carry  on  a  general  transportation 
business  by  land  and  water  throughout  Canada  and  elsewhere.  Although  the  head  office 
of  the  Company  is  in  Ottawa,  administrative  headquarters  are  in  Edmonton  and  activi- 
ties have  been  almost  wholly  confined  to  the  Mackenzie  River  water  system  and  the 
Western  Arctic. 

On  April  29,  1965  the  Company  acquired  all  the  capital  stock  of  three  companies, 
Yellowknife  Transportation  Company  Limited,  Arctic  Shipping  Limited  and  Decury 
Supply  Limited  for  $1,630,000  and  discharged  mortgages  and  certain  other  liabilities  of 
these  newly  acquired  subsidiaries  amounting  to  $1,093,000. 
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The  equity  of  Eldorado  Mining  and  Refining  Limited  in  the  Company  at  Decem- 
ber 31,  1965  was  $7,397,000  comprising  capital  stock  of  $152,000,  a  reserve  for  insurance 
of  $1,250,000  and  surplus  of  $5,995,000. 

Two  cargo  vessels,  sixteen  tugs  and  one  hundred  and  fourteen  barges  were  operated 
in  1965,  an  increase  of  one  cargo  vessel,  six  tugs  and  fourteen  barges  over  the  number 
operated  during  the  previous  year.  Although  the  volume  of  business  rose  substantially, 
the  net  income  from  operations  increased  by  only  $16,000.  The  consolidated  result  of 
operations  of  the  Company  and  its  subsidiaries  for  1965  compared  with  that  of  the  Com- 
pany for  1964  follow: 

Year  ended  December  31 

1965  1964 

Income — 
Freight    earnings     $4,878,000        $3,074,000 

Expense — 
Operations  and  maintenance: 

Salaries    and   wages    1,296,000  871,000 

Repairs  and  maintenance    769,000  411,000 

Depreciation     633,000  222,000 

Fuels  and  lubricants   299,000  179,000 

Messing    expense     204,000  136,000 

Other  368,000  171,000 

3,569,000  1,990,000 

Administrative    474,000  265,000 

4,043,000  2,255,000 

Net   income    from    operations    835,000  819,000 

Miscellaneous   income    86,000  170,000 

921,000  989,000 

Provision  for  income   tax    473,000  472,000 

Net  income   $     448,000        $     517,000 


Consolidation  of  the  operations  of  the  newly  acquired  subsidiaries  with  those  of  the 
Company  was  the  main  reason  for  the  increase  of  $1,804,000  in  freight  earnings  for  1965 
over  the  preceding  year.  However,  additional  revenue  was  derived  from  the  movement  of 
oil  drilling  equipment  to  Richards  Island  and  various  other  locations  along  the  Mac- 
kenzie River  and  a  general  increase  in  south-bound  traffic. 

Salaries  and  wages  increased  $425,000  due  mainly  to  the  commissioning  of  a  cargo 
vessel  and  the  acquisition  of  the  fleet  of  the  subsidiary  companies.  Repairs  and  mainte- 
nance increased  $358,000  due  to  large  expenditures  incurred  to  bring  the  equipment  of  the 
subsidiaries  up  to  the  standards  of  the  parent  Company.  Depreciation  increased  by 
$411,000  mainly  as  the  result  of  a  provision  of  $134,000  on  the  new  cargo  vessel  and  the 
inclusion  of  $267,000  provided  on  the  assets  of  the  newly  acquired  subsidiaries.  All  other 
major  expense  classifications  increased  significantly  because  of  the  greatly  expanded 
operations  resulting  from  the  acquisition  of  these  subsidiaries. 
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Miscellaneous  income  decreased  $84,000  which  is  more  than  accounted  for  by  a 
reduction  of  $86,000  in  interest  due  to  utilization  of  $2,250,000  in  short-term  deposits  for 
the  acquisition  of  the  subsidiary  companies. 

212.  Park  Steamship  Company  Limited.  This  Company  was  incorporated  in  1942 
under  the  Canada  Corporations  Act,  R.S.,  c.  53,  for  the  purpose  of  supervising  the  opera- 
tion of  Crown-owned  cargo  vessels.  The  "Park  Fleet"  was  sold  in  1946-47  and  since 
then  the  transactions  of  the  Company  have  been  confined  to  the  settlement  of  occasional 
claims  for  compensation  by  seamen  for  injuries  sustained  during  previous  service.  The 
transactions  were  handled  by  staff  of  the  Canadian  Maritime  Commission. 

Claims  for  compensation  ceased  a  number  of  years  ago  and  in  our  previous  Reports 
we  have  suggested  that  the  Company's  charter  be  surrendered.  On  January  6,  1965  the 
Governor  in  Council  authorized  the  Company  to  be  wound  up  and  the  Crown  to  assume 
the  liability  for  possible  claims.  In  compliance  with  an  agreement  dated  October  1,  1965 
between  the  Company  and  the  Department  of  Transport,  the  Company  ceased  business 
and  the  assets  of  the  Company  were  taken  over  and  the  liabilities  were  assumed  by  the 
Department  as  from  that  date.  The  application  for  surrender  of  the  charter  was  accepted 
by  the  Secretary  of  State  who  fixed  June  27,  1966  as  the  date  upon  which  the  Company 
was  dissolved. 

213.  Polymer  Corporation  Limited  and  subsidiary  companies.  Polymer  Corporation 
Limited  was  incorporated  in  1942  under  the  Canada  Corporations  Act,  R.S.,  c.  53,  pur- 
suant to  the  provisions  of  section  6  of  the  Department  of  Munitions  and  Supply  Act, 
1939,  c.  3.  The  Company  produces  synthetic  rubbers  and  chemicals.  Head  office  of  the 
Company  is  in  Sarnia,  Ont.  At  December  31,  1965  there  were  three  wholly-owned  sub- 
sidiaries: Polysar  Belgium  N.V.,  Polysar  Nederland  N.V.,  and  Polysar  International  S.A., 
and  one  subsidiary,  Polymer  Corporation  (SAF),  in  which  the  parent  Company  held  a 
95%  equity.  In  addition,  the  Company's  investment  as  a  minority  shareholder  in  com- 
panies in  Mexico  and  South  Africa  amounted  to  $4,297,000  at  December  31,  1965  com- 
pared to  $2,784,000  at  the  end  of  the  previous  year. 

The  equity  of  the  Crown  in  Polymer  Corporation  Limited  and  its  subsidiary  com- 
panies at  December  31,  1965  amounted  to  $96,245,000,  consisting  of  capital  stock  of 
$30,000,000  and  retained  earnings  of  $66,245,000.  During  the  year  dividends  of  $4,500,000 
were  paid  to  the  Receiver  General  compared  with  $4,000,000  in  1964. 

Net  additions  to  fixed  assets  during  the  year  amounted  to  $6,782,000.  Major 
expenditures  included  additions  at  Sarnia  to  the  stereo  plant,  the  research  building,  the 
co-polymer  unit,  the  resin  facilities  and  improvements  to  the  administration  building. 
These  expenditures  were  financed  by  the  Company  without  the  need  of  a  parliamentary 
appropriation. 

Long-term  liabilities  totalling  $21,519,360,  payable  in  foreign  currencies  over  the 
years  1966  to  1977,  comprised:  Fir.  29,100,000  ($6,390,360),  B.fr.  450,000,000 
($9,729,000),  and  U.S.  $5,000,000  ($5,400,000). 
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The  following  is  a  summary  of  the  operations  of  the  Company  and  its  subsidiaries 
for  the  past  two  years: 


Year  ended  December  31 


1965  1964 


Income — 

Sales     $  116,709,000        $  113,864,000 

Other  income    794,000  427,000 


117,503,000  114,291,000 


Expense — 

Cost   of  sales    95,394,000  92,288,000 

Selling,   administrative   and   research   expenses    9,194,000  8,268,000 


104,588,000  100,556,000 


Net  income  before  provision  for  income  tax  12,915,000  13,735,000 

Provision  for  income   tax    2,584,000  4,293,000 


Net  income  before  minority  shareholder's  interest   10,331,000  9,442,000 

Minority    shareholder's   interest    28,000  (8,000) 


Net  income    $     10,303,000        $      9,450,000 


The  increase  in  sales  was  achieved  during  a  period  of  rapid  growth  in  the  synthetic 
rubber  industry  in  many  countries  which  resulted  in  greater  competition  and  a  decline 
in  the  price  structure.  Contributing  factors  to  the  increase  in  cost  of  sales,  and  selling, 
administrative  and  research  expenses  were  the  larger  volume  of  sales,  initial  high 
production  costs  of  new  products  and  products  from  new  facilities,  and  increased  activity 
in  research  and  development.  In  computing  taxable  income,  the  Company  has  claimed 
the  maximum  capital  cost  allowance  permitted  under  the  Income  Tax  Act  and,  as  a 
result,  payment  of  income  tax  totalling  $4,710,000  has  been  deferred  until  future  years 
when  depreciation  charges  may  be  in  excess  of  capital  cost  allowances. 

214.  The  St.  Lawrence  Seaway  Authority.  Established  by  the  St.  Lawrence  Seaway 
Authority  Act,  R.S.,  c.242,  the  Authority  maintains  and  operates  the  Canadian  section  of 
the  27-foot  deep  waterway  between  the  Port  of  Montreal  and  Lake  Erie.  The  section  of 
the  Seaway  in  the  United  States  is  operated  by  the  Saint  Lawrence  Seaway  Development 
Corporation.  Toll  revenues  derived  from  the  operation  of  the  St.  Lawrence  Seaway  are 
divided  between  the  two  Seaway  entities  in  accordance  with  an  agreement  approved 
by  the  Governments  of  Canada  and  the  United  States. 

The  Authority  also  operates  non-toll  canals  at  Lachine,  Que.,  Cornwall,  Ont.,  and 
Sault  Ste.  Marie,  Ont.,  the  net  operating  cost  being  provided  for  by  annual  parliamentary 
appropriations. 

The  Authority  is  a  corporation  consisting  of  a  president  and  two  other  members. 
Its  head  office  is  at  Ottawa,  with  operating  headquarters  at  Cornwall,  Ont.,  and  regional 
headquarters  at  St.  Lambert,  Que.,  and  St.  Catharines,  Ont. 
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The  Crown's  equity  at  December  31,  1965  is  shown  on  the  Authority's  balance  sheet 
as  follows: 

Capital  assets  transferred  from  Department  of  Transport  (Welland 

Canal)    $  130,717,000 

Loans  under  section  25  of  the  Act — 

Interest-bearing    $  326,700,000 

Interest-free     52,500,000 

379,200,000 

Interest  on  loans — deferred   45,145,000 

555,062,000 
Deduct :     Deficit     42,199,000 

$  512,863,000 


The  following  is  a  summary  of  the  income  and  expense  of  the  Authority  for  the  past 
two  years: 

Year  ended  December  31 


1965  1964 


Income — 

Tolls     $  15,480,000  $  13,544,000 

The  Seaway  International  Bridge  Corporation,  Ltd. — net  income   . .        165,000  199,000 

Other   1,203.000  1,307.000 

16,848,000  15,050,000 
Expense — 

Operation  and  maintenance    10,348,000  7,895,000 

Regional    administration     961,000  741,000 

Headquarters    administration    1,473,000  1,274,000 

Engineering    1,160,000  833,000 

13,942,000  10,743,000 
Less  portion  allocated  to : 

Non-toll   canals    370,000  355,000 

Construction    1,158,000  785,000 

1,528,000  1,140,000 
12,414,000  9,603,000 
Net  operating  income  before  providing  for  interest  and   for  replace- 
ment of  machinery  and  equipment    4,434,000  5,447,000 

Interest  on   loans   from   Government   of  Canada    15,824,000  18,064,000 

Provision  for  replacement  of  machinery  and   equipment    882.000  865,000 

16,706,000  18,929,000 

Net    loss    12,272,000  13,482,000 

Deduct : 

Reversal   in    1965   of   provision    for   replacement    of   machinery    and 

equipment  of  the  Welland   Canal    —  408,000 

Welland     Canal     operating    deficit    recovered    from     parliamentary 

appropriations     8,175,000  7,994,000 

8,175,000  8,402,000 

Deficit— Montreal-Lake   Ontario   Section    $  4,097,000  $  5,080,000 


The  extent  by  which  revenues  again  fell  short  of  meeting  operating  expenses, 
interest  charges  and  provision  for  replacement  of  machinery  and  equipment  in  the 
Montreal-Lake  Ontario  Section  of  the  Seaway  is  shown  in  the  following  summary  of 


176  AUDITOR  GENERAL'S  REPORT 

the  operating  results  for  the  year  compared  with  the  preceding  year  together  with  the 
cumulative  operating  results  from  the  opening  of  the  Seaway  in  1959.  It  should  be  noted 
that  the  figures  include  no  provision  for  repayment  of  the  capital  indebtedness  of 
$326,700,000  in  respect  of  the  Montreal-Lake  Ontario  Section  which  the  St.  Lawrence 
Seaway  Authority  Act  requires  to  be  paid  out  of  earnings  by  December  31,  2009.  If  this 
obligation  is  to  be  met,  revenues  over  the  44  years  from  1966  to  2009  must  average  over 
$22  million  annually  on  the  basis  of  1965  costs.  The  revenues  for  1965  were  $6  million 
short  of  meeting  this  requirement. 

Year  ended 

December  31  Cumulative  to 

1965  1964      December  31, 1965 

Tolls     S  15,480,000  $13,544,000  $71,017,000 

Other    income    570,000  565,000  2,498,000 

16,050,000  14,109,000  73,515,000 

Expenses  of  operation,  maintenance  and  administration    3,513.000  3,287,000  18,498,000 

Net   operating   profit    12,537,000  10,822,000  55,017,000 

Interest  on  loans    15,752,000  15,445,000  91,291,000 

Provision  for  replacement  of  machinery  and  equipment       882,000  457,000  5,925,000 

16,634.000  15.902,000  97,216.000 

Deficit     $  4,097,000  $  5,080,000  $  42,199,000 

Revenues  on  the  Montreal-Lake  Ontario  Section  for  the  seven  full  navigation  seasons 
the  Section  has  been  open  have  amounted  to  $74  million  compared  to  the  $95  million 
which  the  Tolls  Committees  in  1958  anticipated  would  be  earned  during  that  period. 

With  the  opening  of  the  Seaway  in  1959  the  operation  of  the  Welland  Canal  became 
a  responsibility  of  The  St.  Lawrence  Seaway  Authority.  Tolls  intended  to  finance  this 
operation  had  never  proved  sufficient  to  meet  operating  costs.  By  a  decision  of  the  Gov- 
ernment the  tolls  were  suspended  in  1962.  In  1965,  Parliament  approved  the  reimburse- 
ment to  the  Authority  of  the  $27  million  deficit  accumulated  as  at  December  31,  1964  and 
indicated  its  intention  to  appropriate  funds  to  cover  the  future  operating  losses  of  the 
Canal  on  a  year-to-year  basis.  Borrowings  were  converted  to  interest-free  loans.  The  fol- 
lowing is  a  summary  of  the  operating  results  for  the  past  two  years : 

Year  ended 

December  31 

1965  1964 

Expenses  of  operation,  maintenance  and  administration    $8,901,000  $6,316,000 

Sundry  income   798,000  941,000 

Net    operating    loss    8,103,000  5,375,000 

Interest    on    loans    72.000  2,619,000 

Deficit  recovered  from   parliamentary  appropriations    $8,175,000  $7,994,000 

The  accumulated  deficit  of  $27,073,000  at  December  31,  1964  was  recovered  in  1965 
from  Department  of  Transport  Vote  107,  and  the  $8,175,000  deficit  for  1965  was  re- 
covered in  1966  from  Department  of  Transport  Vote  107. 

Interest-bearing  loans  of  $21.8  million  were  converted  during  the  year  to  interest-free 
loans  and  additional  interest-free  loans  of  $13.2  million  to  cover  capital  expenditures  of 
the  Authority  on  the  Welland  Section  were  obtained. 
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The  agreement  made  in  1959  between  the  Authority  and  the  Saint  Lawrence  Seaway 
Development  Corporation  established  a  joint  tariff  of  tolls  for  the  St.  Lawrence  Seaway. 
The  agreement  provided  that  the  division  of  tolls  revenue  derived  from  the  operation  of 
the  Montreal-Lake  Ontario  Section  of  the  Seaway  would  be  initially  71%  to  the  Authority 
and  29%  to  the  Corporation,  provided,  however,  that  these  percentages  would  be  adjusted 
from  time  to  time  so  that  the  Authority  and  the  Corporation  would  receive  a  portion  of 
the  tolls  in  the  ratio  of  their  respective  annual  charges  for  operation,  maintenance,  interest 
and  retirement  of  debt  to  their  combined  annual  charges  in  respect  of  that  portion  of  the 
Seaway. 

Calculations  made  in  1963  indicated  that  the  Authority  should  be  receiving  more  than 
71%  and  it  sought  a  revision  in  the  toll-sharing  ratio.  Calculations  made  on  the  basis  of 
1965  costs  indicated  that  the  Authority  should  be  receiving  72.65%  of  the  tolls  and  the 
Corporation,  27.35%.  Negotiations  were  concluded  in  1966  and  the  Authority  and  the 
Corporation  agreed  that,  notwithstanding  the  provisions  of  the  1959  agreement  that  each 
entity  would  receive  a  proportion  of  the  tolls  in  the  ratio  of  their  annual  charges  to  their 
combined  annual  charges,  the  tolls  would  be  divided  72%  to  the  Authority  and  28%  to 
the  Corporation,  effective  for  and  from  the  1967  navigation  season  through  the  1971  season 
and  thereafter  subject  to  review  and  further  adjustment  at  the  request  of  either  party.  If 
the  tolls  revenue  for  the  1965  season  had  been  shared  on  the  basis  of  the  adjusted  per- 
centages, the  Authority's  portion  would  have  been  greater  by  $218,000. 

Under  the  1959  agreement,  the  Authority  and  the  Saint  Lawrence  Seaway  Develop- 
ment Corporation  were  to  report  to  their  respective  Governments  by  July  1,  1964  on  the 
adequacy  of  the  tariff  of  tolls  to  provide  sufficient  revenue  to  meet  their  operating  costs 
and  financial  obligations.  However,  the  Governments  of  Canada  and  the  United  States 
agreed  to  defer  the  date  on  which  the  entities  were  to  report  from  July  1,  1964  to  July  1, 
1966.  The  Governments  agreed  that  the  joint  review  of  the  tariff  of  tolls  should  be  con- 
tinued and  that,  at  the  conclusion  of  the  two-year  extension,  tolls  proposals  were  to  be 
related  as  realistically  as  possible  to  the  financial  requirements  of  the  Seaway  entities. 
Subsequently  the  Governor  in  Council  approved  an  extension  of  the  deferment  of  interest 
on  loans  from  the  Government  of  Canada  for  a  further  two-year  period  ending  Decem- 
ber 31,  1966,  with  payments  to  start  on  December  31,  1967.  Interest  so  deferred  amounted 
to  $45,145,000  at  December  31,  1965. 

Both  the  Canadian  and  American  Seaway  entities  have  reported  to  their  respective 
Governments  the  level  of  tolls  they  believe  to  be  necessary  to  meet  their  operating  costs 
and  financial  obligations.  However,  no  change  in  the  tariff  of  tolls  has  yet  been  announced. 

The  costs  of  operating  and  maintaining  the  canals  and  works  under  the  administra- 
tion of  the  Authority  are  defined  in  section  16  of  the  St.  Lawrence  Seaway  Authority 
Act  as  including  all  operating  costs  of  the  Authority  and  such  reserves  as  may  be 
approved  by  the  Minister.  The  Authority  is  of  the  opinion  that  it  is  not  necessary 
to  include  depreciation  as  an  element  of  operating  and  maintenance  cost  and  that  the 
required  amortization  over  the  fifty-year  period  of  the  principal  of  the  amounts  borrowed 
together  with  interest  meets  the  requirements  of  this  section.  Accordingly,  no  provision 
for  depreciation  has  been  included  in  the  costs  of  the  year. 
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As  in  previous  years,  provision  was  made  during  the  year  towards  the  cost  of  re- 
placing lock,  bridge  and  building  machinery  and  equipment  of  the  Montreal-Lake 
Ontario  Section.  However,  the  basis  for  calculating  the  provision  was  changed  retro- 
actively from  a  cost  basis  to  an  estimated  replacement  cost  basis.  This  resulted  in  a 
charge  to  Deficit  of  $2,199,000  representing  the  additional  provision  with  respect  to  the 
years  1959  to  1964.  The  provision  for  1965  on  this  basis  amounted  to  $882,000,  bringing 
the  accumulated  provision  for  replacement  of  machinery  and  equipment  at  December 
31,  1965  to  $5,766,000. 

No  provision  was  made  in  1965  for  replacement  of  machinery  and  equipment  for 
the  Welland  Section,  and  the  accumulated  provision  for  past  years,  $2,131,000,  was 
reversed  and  credited  to  Deficit. 

The  following  items  dealt  with  in  our  1965  Report  still  remain  unsettled: 

(a)  In  1956  an  arrangement  was  made  between  the  Authority  and  three  municipalities 
whereby  the  municipalities  would  contribute  $250,000  towards  the  cost  of  extending 
the  collector  sewer  which  was  then  being  constructed  as  the  main  part  of  the  Authority's 
remedial  works  on  the  south  shore  of  the  St.  Lawrence  River.  In  1961  two  of  the 
three  municipalities  passed  official  resolutions  to  accept  the  1956  proposal  and  to  share 
in  the  $250,000  contribution.  The  sewer  extension  was  completed  in  1963  at  a  cost  of 
$480,000  and  the  municipalities  were  billed  in  February  1964  for  their  contribution. 
No  payment  has  been  received  by  the  Authority  from  the  municipalities,  two  of  which 
are  said  to  be  under  trusteeship  of  the  Province  of  Quebec  because  of  financial  difficulties. 

(6)  The  Beauharnois  Canal,  constructed  by  the  Beauharnois  Light,  Heat  and  Power  Com- 
pany, was  conveyed  to  the  Crown  in  1932  with  the  Company,  which  has  since  been 
taken  over  by  the  Quebec  Hydro-Electric  Commission,  retaining  responsibility  for 
certain  operating  and  maintenance  expenses  of  the  Canal.  The  Canal  became  part  of 
the  St.  Lawrence  Seaway  in  1959.  The  Authority  has  not  been  reimbursed  its  main- 
tenance expenses  on  the  Canal  since  1962  as  the  Commission  takes  the  stand  that  it  is 
not  responsible  for  these  costs  because  of  provincial  legislation  passed  in  1962  which 
dissolved  the  Beauharnois  Light,  Heat  and  Power  Company.  Settlement  of  the  issue 
continues  to  rest  with  the  federal  and  provincial  governments. 

The  following  table  summarizes  for  the  past  two  years  the  expense,  income  and  capi- 
tal expenditure  relating  to  the  non-toll  canals  operated  or  administered  by  the  Authority: 

Year  ended  December  31 

1965  1964 
Expense — 

Operation   and  maintenance    $  1,620,000  8  1,837,000 

Grants  in   lieu   of   municipal   taxes    246,000  421,000 

Portion    of    Authority's    administration    and    engineering    expenses 

applicable  to  non-toll  canals    370,000  355,000 

2,236,000  2,613.000 

Income  from  rentals,  wharfage,  etc 628,000  635,000 

Operating  deficit    1,608,000  1,978,000 

Capital    expenditure     83,000  303,000 

Operating  deficit  and  capital  expenditure  recovered  from  parliamen- 
tary   appropriations    $  1,691,000        $  2,281,000 
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The  decrease  of  $377,000  in  expense  for  1965  was  due  mainly  to  reductions  of  $175,000 
in  grants  paid  to  municipalities  in  lieu  of  taxes,  of  $104,000  in  major  maintenance  expense, 
and  of  $67,000  in  salaries  and  employee  benefits. 

Properties  transferred  in  1959  from  the  jurisdiction  of  the  Department  of  Transport 
to  that  of  the  Authority  included  "that  portion  of  the  Ontario-St.  Lawrence  Canals  re- 
maining in  service  after  the  flooding  of  the  pool  above  the  power  dam  at  Cornwall".  No 
former  canal  remains  in  service  above  the  dam,  but  the  Authority,  for  the  convenience  of 
the  Department,  administers  certain  properties  above  the  dam  and  charges  the  expendi- 
tures incurred  to  the  appropriation  provided  to  the  Authority  for  the  operation  of  the 
non-toll  canals.  The  major  expenditure,  amounting  to  approximately  $6,000  annually,  is 
for  grants  paid  to  three  municipalities  in  lieu  of  taxes. 

The  Public  Accounts  Committee  examined  the  annual  financial  statements  of  the 
Authority  for  the  years  ended  December  31,  1963  and  December  31,  1964,  discussing  these 
with  the  President  and  senior  officers  of  the  Authority  on  May  10,  1966.  In  its  Third 
Report  1966  the  Committee  reported  to  the  House  on  June  28,  1966  as  follows: 

This  was  the  first  occasion  on  which  the  Committee  has  had  members  or  officers  of  the 
Authority  before  it  as  witnesses  and  the  members  of  the  Committee  are  now  much  more 
familiar  with  the  operations  of  The  St.  Lawrence  Seaway  Authority  and  appreciate  very 
much  the  considerable  amount  of  information  which  was  given  to  them  by  the  witnesses. 

The  Committee  was  pleased  to  learn  that  the  Authority  enjoys  good  relations  with 
departments  of  government  and  is  satisfied  with  the  organization  of  its  finances  notwith- 
standing the  fact  that  revenues  have  been  less  than  anticipated,  thus  preventing  the  Authority 
from  meeting  all  its  obligations  in  its  first  six  years  of  operation. 

The  Committee  learned  from  the  Authority  that  it  was  optimistic  that,  provided 
anticipated  increases  in  traffic  and  tolls  materialize,  it  would  be  able  to  meet  its  financial 
obligations  without  subsidy  or  other  relief. 

The  Committee  was  concerned  to  learn  of  the  transaction  which  is  referred  to  in 
paragraph  125  of  the  Auditor  General's  1965  Report  which  involved  a  piece  of  property 
expropriated  in  1955  with  the  expropriation  being  abandoned  early  in  1956.  Subsequently,  a 
96,000-barrel  fuel  oil  storage  tank  was  constructed  on  the  land  and  there  was  a  trespass  on 
Crown  property  when  an  oil  pipeline  was  laid  across  it  to  a  dock  without  obtaining  an 
easement.  No  action  was  taken  concerning  the  trespass  and  the  property,  which  apparently 
is  essential  to  the  eventual  construction  of  all-Canadian  Seaway,  was  purchased  in  April 
1964  for  $282,000,  which  included  $132,000  for  the  oil  storage  tank. 

The  Committee  has  asked  a  subcommittee  to  inquire  into  this  transaction  and  will 
report  further  when  the  report  of  the  subcommittee  is  received. 

The  Committee  was  also  concerned  to  learn  that  there  had  been  an  overpayment  of 
$130,000  in  grants  in  lieu  of  taxes  to  the  City  of  Cornwall  over  a  period  of  five  years,  but 
it  was  advised  that  recovery  would  be  made  in  five  equal  instalments  from  future  grants 
in  lieu  of  taxes.  The  Committee  felt  that  the  error  of  including  one  piece  of  land  twice  in  the 
calculation  of  grants  in  lieu  of  taxes  should  have  been  detected  and  corrected  much  earlier  and 
was  pleased  to  have  the  assurance  of  the  Authority  that  a  survey  had  been  made  and  that 
no  other  similar  cases  existed. 

215.  The  Seaway  International  Bridge  Corporation,  Ltd.  This  Corporation  was  in- 
corporated in  1962  under  the  Canada  Corporations  Act,  R.S.,  c.  53,  pursuant  to  section 
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24a  of  the  St.  Lawrence  Seaway  Authority  Act,  R.S.,  c.  242,  as  a  subsidiary  of  The  St. 
Lawrence  Seaway  Authority  for  the  purpose  of  operating  and  managing  the  international 
toll  bridge  between  Cornwall,  Ont.,  and  Rooseveltown,  N.Y.,  on  behalf  of  the  owners, 
The  St.  Lawrence  Seaway  Authority  and  the  Saint  Lawrence  Seaway  Development 
Corporation  (a  United  States  Government  corporation).  The  Seaway  entities  have 
an  equal  interest  in  the  assets  of  the  Corporation  and  each  has  four  representatives  on  the 
Board  of  Directors. 

Under  the  terms  of  the  bridge  operating  agreement  between  the  Authority  and  the 
Saint  Lawrence  Seaway  Development  Corporation,  the  annual  income  from  operation 
of  the  bridge  system,  after  payment  of  operating  expenses,  is  to  be  applied  first  towards 
the  amortization  of  the  cost  of  the  North  Channel  Bridge,  together  with  interest,  after 
which  the  balance  of  the  income  is  to  be  divided  equally  between  the  Seaway  entities. 

The  following  is  a  summary  of  the  Corporation's  operations  for  the  past  two  years: 

Year  ended  December  31 

1965  1964 

Income — 

Bridge  tolls   $   381,000  $   371,000 

Other    14,000  15,000 

395,000  386,000 

Expense — 

Salaries,  wages  and  employee  benefits    135,000  119,000 

Maintenance  materials  and  services    25,000  11,000 

Advertising  22,000  9,000 

Rental   of   toll   collection   machines    13,000  13,000 

Grant  in  lieu  of  municipal  taxes  13,000  11,000 

Other    22,000  24,000 

230,000  187,000 

Net  income— transferred  to  The  St.  Lawrence  Seaway  Authority  $    165,000  $    199,000 


The  amount  of  $165,000  was  transferred  to  The  St.  Lawrence  Seaway  Authority 
to  be  applied  towards  the  amortization  of  the  cost  of  the  North  Channel  Bridge,  together 
with  interest,  leaving  an  unamortized  balance  of  $9,433,000  at  December  31,  1965.  The 
amount  transferred  did  not  cover  the  interest  charges  of  $458,000  for  the  year  on  the 
indebtedness  of  the  Authority  with  respect  to  the  North  Channel  Bridge. 
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216.  Our  Reports  for  several  successive  years  have  pointed  out  that  although  the 
Financial  Administration  Act  requires  that  Crown  corporations  prepare  specified  state- 
ments of  accounts  annually,  there  is  no  statutory  direction  respecting  the  preparation  of 
appropriate  financial  statements  by  departments  and  non-corporate  agencies  engaged  in 
trading  or  servicing  activities.  Ordinarily,  reporting  has  been  limited  to  the  inclusion  of 
the  revenue  from  such  activities  among  the  other  items  of  revenue  in  the  Public  Accounts, 
while  the  expenditure  reporting  has  been  associated  with  the  relevant  parliamentary 
appropriations.  Where  Parliament  has  authorized  the  provision  of  revolving  funds  for 
the  purpose  of  acquiring  and  managing  stores,  etc.,  statements  summarizing  the  trans- 
actions relating  to  these  advances  are  also  included  in  the  Public  Accounts. 

Our  view,  expressed  annually  for  a  number  of  years,  is  that  clearer  information 
concerning  the  actual  financial  results  of  departmental  trading  and  servicing  activities 
should  be  provided  to  Parliament.  Without  necessarily  disturbing  the  bases  of  reporting 
presently  followed,  we  have  stressed  the  desirability  of  including  in  the  Public  Accounts, 
financial  statements  for  the  various  activities  showing  the  overall  results  of  operations 
clearly  and  concisely.  The  statements  contemplated  would  be  on  the  accrual  basis  and 
include  charges  for  the  amortization  of  building  and  equipment  costs,  interest  on  funds 
employed,  the  value  of  services  provided  without  charge  by  other  departments,  etc.  Their 
form  of  presentation  should  enable  a  reconciliation  to  be  made  between  the  operating 
results  on  this  basis  and  those  recorded  on  the  cash  basis.  Also  contemplated  is  the  prepa- 
ration of  balance  sheets  to  show  the  year-end  financial  position  of  the  activities.  The 
Audit  Office  would  be  prepared  to  examine  and  certify  such  statements. 

The  Public  Accounts  Committee  has  supported  this  view.  In  its  Fourth  Report 
1963  the  Committee  reiterated  the  belief  previously  expressed  that  "it  would  be  desirable, 
in  order  that  Members  have  a  clear  understanding  of  the  true  financial  results  of  depart- 
mental trading  and  servicing  activities,  were  overall  financial  statements  reflecting  these 
activities  to  be  included  in  the  Public  Accounts  provided  this  can  be  done  without  undue 
cost  or  staff  increases".  At  the  same  time  the  Committee  requested  us  "to  continue  to 
keep  the  development  of  this  objective  under  close  surveillance  and  to  report  thereon  to 
the  Committee  in  due  course".  (See  Appendix  1,  item  2.) 

The  Royal  Commission  on  Government  Organization  pointed  out  that  the  appropria- 
tion accounts  kept  on  a  cash  basis  do  not  adequately  reflect  the  financial  results  of  the 
operating  activities  carried  on  by  many  departments.  The  Commission  recommended  that 
the  financial  results  of  departmental  operating  activities  be  prepared  and  presented  in  a 
more  informative  manner,  not  only  to  assist  Parliament  but  also  to  aid  management  in 
the  control  of  its  costs.  The  Commission  also  referred  to  advantages  to  be  gained  from  the 
greater  use  of  revolving  funds  for  the  financing  of  operating  activities.  It  regarded 
business-type  budgeting  and  reporting,  including  balance  sheets,  as  natural  corollaries  of 
an  operating  fund  system. 

As  a  result  of  the  Royal  Commission's  comments  a  study  of  the  use  of  revolving  funds 
in  government  service  was  undertaken.  In  April  1966  the  Treasury  Board  issued  a  policy 
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statement  on  the  establishment  and  use  of  revolving  funds — to  be  known  thereafter  as 
"working  capital  funds" — and  one  type  singled  out  involved  those  providing  for  the  carry- 
ing out  of  a  definite  activity  or  program.  Departmental  managements  were  requested  to 
inform  the  Board  of  circumstances  where  financing  by  a  working  capital  advance  would 
be  advantageous.  It  was  pointed  out  that  the  accounting  system  for  an  activity  or  program 
so  financed  should  incorporate  all  costs  associated  with  it,  with  common  service  costs  to 
be  included  as  memo  items  when  no  charge  is  made.  The  Board  also  stated  that  an  annual 
report  would  be  required  in  respect  of  each  working  capital  advance  including,  where 
appropriate  (a)  a  balance  sheet,  (b)  a  statement  of  operations,  compared  with  the  budget, 
and  (c)  a  statement  of  the  disposition  of  the  surplus  or  deficit.  As  the  intent  is  to  publish 
this  information  in  the  departmental  sections  of  the  Public  Accounts,  implementation  of 
the  program  should  represent  a  long  step  towards  reaching  the  objective  which  we  have 
been  advocating,  with  the  support  of  the  Public  Accounts  Committee. 

The  paragraphs  which  follow  illustrate  how  a  number  of  the  larger  departments  and 
agencies  involved  in  trading  or  servicing  activities  have  already  reached  or  are  progress- 
ing towards  the  development  of  financial  statements  along  the  lines  indicated. 

217.  Agricultural  Products  Board.  This  Board  operates  under  the  authority  of  the 
Agricultural  Products  Board  Act,  R.S.,  c.4,  and  consists  of  a  chairman  and  two  members 
appointed  by  the  Governor  in  Council.  The  Act  empowers  the  Board,  under  the  direction 
of  the  Minister  of  Agriculture  and  subject  to  approval  of  the  Governor  in  Council,  to 
buy,  sell,  or  import,  and  to  store,  transport  or  process  agricultural  products.  The  Agri- 
cultural Products  Board  Account  was  established  in  the  Consolidated  Revenue  Fund  in 
accordance  with  section  5  of  the  Act  and  all  financial  transactions  of  the  Board  are 
recorded  in  this  Account.  The  Board's  activities  are  administered  by  personnel  of  the 
Department  of  Agriculture  and  the  members  of  the  Board  also  serve  on  the  Agricultural 
Stabilization  Board. 

The  proprietary  equity  of  the  Government  of  Canada  at  March  31,  1966  was  $10,000, 
represented  by  an  inventory  of  50,000  pounds  of  Sudan  Sorghum  Hybrid  seed,  at  cost, 
$9,000  and  accounts  receivable,  $1,000. 

A  summary  of  the  results  of  operations  for  the  past  two  years  follows: 

Year   ended   March  31 

1966  1965 

Sales     $    9,187,000  $  2,505,000 

Cost  of  sales — 

Inventory    as   at    April    1    747,000  453,000 

Purchases    9,928,000  3,026,000 

Storage  and  processing   60,000  71,000 

Freight,  cartage   and  handling    41,000  2,000 

Repacking    39,000  — 

10,815,000  3,552,000 

Less :  Inventory  as  at  March  31    9,000  747,000 

10,806,000  2,805,000 


Net    loss    on    sales    1,619,000  300,000 
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Year  ended  March  31 
1966  1965 

Estimated  cost  of  major  services  provided  without  charge   by 
government  departments — 

Interest   on  working   capital    $         79.000  $       39,000 

Accounting   sendees    10,000  2,000 

Administration     5,000  5,000 

94,000  46,000 

Net  loss  for   the   year    $     1,713,000  $     346,000 


An  analysis  of  the  loss,  by  commodities,  excluding  cost  of  services  provided  by  other 
government  departments,  follows: 

Loss 
(Profit) 
Sales  Costs  on  sales 

Skim    milk    powder    $5,519,000        $      6,420,000        $     901,000 

Dry  whole  milk   2,091,000  2,614,000  523,000 

Dry  casein   800,000  875,000  75,000 

Evaporated    and    condensed    milk    480,000  549,000  69,000 

Dried   whole   eggs    292,000  344,000  52,000 

Sudan    Sorghum    Hybrid    seed    5,000        4,000  (  1,000) 

8  9,187,000        $    10,806,000        8  1,619,000 

The  net  loss  of  $1,713,000  was  met  to  the  extent  of  $1,619,000  by  funds  provided  by 
Department  of  Agriculture  Vote  17,  and  to  the  extent  of  $94,000  by  government  depart- 
ments which  provided  major  services  without  charge. 

218.  Agricultural  Stabilization  Board.  The  Agricultural  Stabilization  Board,  consist- 
ing of  three  members  appointed  by  the  Governor  in  Council,  was  established  by  the  Agri- 
cultural Stabilization  Act,  1957-58,  c.22,  and  has  the  responsibility  for  stabilizing  prices  of 
agricultural  commodities  at  levels  bearing  a  fair  relationship  to  their  cost  of  production. 
Stabilization  measures  take  the  form  of  either  the  purchase  of  commodities  at  prescribed 
prices,  or  payment  to  producers  of  amounts  by  which  prescribed  prices  exceed  those 
determined  by  the  Board  to  be  the  average  prices  at  which  commodities  are  currently 
being  sold,  or  payments  to  processors  for  the  benefit  of  producers.  The  Agricultural  Com- 
modities Stabilization  Account  established  in  the  Consolidated  Revenue  Fund  finances 
the  activities  of  the  Board.  The  net  operating  losses  on  the  operations  of  the  Account  and 
administration  expenses  of  the  Board  are  met  out  of  moneys  appropriated  by  Parliament 
for  the  purpose. 

The  proprietary  equity  of  the  Government  of  Canada  at  the  year-end  was  $5,426,000 
represented  by  inventories,  consisting  of  9,796,000  pounds  of  butter,  at  cost,  $5,302,000 
and  1,533,000  pounds  of  pork,  at  estimated  market  value,  $271,000,  offset  in  part  by 
advances  from  customers  and  accounts  payable,  etc.,  aggregating  $147,000. 

Increased  domestic  demand  has  reduced  the  stocks  of  butter  by  34.8  million  pounds 
from  the  44.6  million  pounds  held  on  March  31,  1965.  The  inventory  of  pork  decreased 
by  2.1  million  pounds  from  3.6  million  pounds  as  a  result  of  the  sale  of  canned  hams  to 
the  trade  during  the  latter  part  of  the  year. 
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The  results  of  the  Board's  activities  for  the  year  ended  March  31,  1966  are  sum- 
marized as  follows: 

Trading  operations — 

Cost  of  products  sold   $    70,382,000 

Revenue  from  sales   68,073,000 


Net  loss  on  trading  operations   $    2,309,000 

— by  commodities — 
Sales  Cost  of  sales  Net  loss 


Butter    ...$    57,786,000        $    58,629,000        $     843,000 
Cheese    ...        9,780,000  10,846,000  1,066,000 

Pork    507,000  907,000  400,000 


$    68,073,000        $    70,382,000        $  2,309,000 


Deficiency  payments- 
Sugar  beets    4,033,000 

Eggs    2,000,000 

Wool    600,000 


Payments  for  stabilization  of  prices — 

Butterfat  content  of  milk  and  cream  28,455,000 

Milk  used  for  cheddar  cheese   525,000 

Dried  casein  and  caseinates   167,000 


Estimated  cost  of  major  services  provided  without  charge  by 
government  departments — 

Interest  on  working  capital    3,038,000 

Administration    640,000 

Accounting   185,000 

Accommodation    31 ,000 

Carrying  of  franked  mail   18,000 

Contributions  to   Public  Service  Superannuation  Account  17,000 

Employee  surgical-medical  insurance  premiums  1,000 

Employee   compensation    payments    1,000 


6,633,000 


29,147,000 


3,931,000 


Net  loss  for  the  year   $    42,020,000 


The  loss  for  the  year,  together  with  the  balance  of  the  loss  of  $1,318,000  brought 
forward  from  the  previous  year,  was  met  to  the  extent  of  $39,407,000  by  funds  provided 
by  Department  of  Agriculture  Vote  17e,  and  to  the  extent  of  $3,931,000  by  government 
departments  which  provided  major  services  without  charge. 

219.  Airport  operations.  The  capital  investment  of  the  Department  of  Transport  in 
airports  as  at  March  31,  1966  was  $651,318,000  compared  with  $629,007,000  at  the  end  of 
the  preceding  year,  a  net  increase  of  $22,311,000. 
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The  revenue  from  civil  aviation  airport  operations  for  the  year,  together  with  com- 
parable figures  for  the  preceding  year,  follows : 

Year  ended  March  31 


1966  1965 


Aircraft  landing  fees — 

Domestic     $  4,355.000  $      3,822,000 

Trans-oceanic     5,006,000  6,243.000 

Trans-border    1,282,000  992,000 

Other    21,000  27,000 


10,664,000  11,084.000 

Rentals — 

Office,  shop  and  garage  space   ■. .        2,609,000  2,298,000 

Living    quarters    355,000  364,000 

Hangar    118,000  173,000 

Other    1,277,000  1,189.000 

4,359,000  4,024,000 

Concessions — 

Gasoline    and    oil    2,361,000  2,063,000 

Other    3,669,000  3,160,000 

6,030,000  5,223,000 


Miscellaneous    revenue    2,755,000  2,110,000 

Total    revenue    $    23,808.000  $    22,441,000 


The  provision  for  "Airports  and  Other  Ground  Services — Operation  and  Main- 
tenance" (included  in  Department  of  Transport  Vote  30)  was  charged  with  expenditures 
totalling  $21,589,000  for  the  year  1965-66,  a  decrease  of  $2,525,000  from  the  correspond- 
ing figure  of  $24,114,000  for  the  preceding  year.  The  excess  of  revenue  received  from  air- 
port operations  over  expenditure  on  airways  and  airports  (excluding  new  construction) 
was  therefore  $2,219,000,  an  increase  of  $3,892,000  over  the  preceding  year's  excess  of 
expenditure  of  $1,673,000. 

The  results  thus  recorded  are  on  a  cash  basis  and  do  not  include  any  provision  for 
amortization  of  airport  construction  costs,  interest  on  funds  employed,  or  other  costs  such 
as  a  portion  of  the  expenditure  charged  as  air  services  administration,  which  would  have 
to  be  taken  into  consideration  if  the  actual  net  costs  of  civil  aviation  airport  operations 
were  to  be  determined.  The  Department  does,  however,  maintain  accounts  on  an  accrual 
basis  for  its  operations  at  17  of  the  major  airports,  which  together  account  for  approxi- 
mately 90%  of  the  revenue  from  civil  aviation  airport  operations,  and  prepares  therefrom 
periodic  financial  statements  for  management  purposes.  A  consolidation  of  these  state- 
ments, which  includes  provision  for  depreciation  of  civil  aviation  facilities  (though  not  for 
the  other  costs  referred  to),  for  the  year  ended  March  31,  1966  is  given  as  an  appendix  to 
the  Department's  section  in  Volume  II  of  the  Public  Accounts. 

220.  Board  of  Grain  Commissioners  for  Canada.  This  Board  operates  under  the 
authority  of  the  Canada  Grain  Act,  R.S.,  c.  25,  and  consists  of  a  chief  commissioner  and 
two  other  commissioners  appointed  by  the  Governor  in  Council.  The  Board  has  jurisdic- 
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tion  to  inquire  into  any  matter  relating  to  grading,  weighing  and  storage  of  grain,  unfair 
or  discriminatory  operation  of  any  elevator,  and  any  other  matter  arising  out  of  the  per- 
formance of  the  duties  of  the  Board. 

The  following  is  a  comparative  summary  of  the  results  of  operations  for  the  past  two 
years: 

Year  ended  March  31 


Expenditure — 

Salaries,   allowances,   etc 

Contributions  to  Public  Service  Superannuation  Account   . . 

Rent     

Travel    

Printing    and   stationery    

Other    

Revenue — 

Inspection  fees   

Weighing   fees    

Registration  and   cancellation  fees   

Licences    

Sundry     

Excess  of  expenditure  over  revenue   

Excess  of  expenditure   over  revenue   provided  by — 
Parliamentary  appropriations: 

Department  of  Agriculture  Vote  50    

Canada  Grain  Act,  R.S.,  c.  25,  section  4   

Government    departments    which    provided    major    services 

without    charge     

Less:   Remittances  to  the  Receiver  General    


The  increase  of  $386,000  in  salaries,  allowances,  etc.,  was  due  mainly  to  increments  in 
rates  of  pay  and  additional  casual  and  overtime  wages  paid  as  a  result  of  the  movement 
of  larger  quantities  of  grain.  Rent  at  Fort  William  increased  $8,000  a  year  following  the 
move  to  the  new  federal  building  on  March  29,  1965.  Monthly  payments  totalling  $12,500 
were  paid  as  rent  of  the  vacated  premises  until  the  expiration  of  the  lease  on  August  31, 
1965  and  therefore  constitute  non-productive  expenditure. 

The  fees  for  all  services  were  increased  by  50%  effective  August  1,  1965  which 
accounts  for  the  increase  in  revenue  of  $1,098,000. 

221.  Canadian  Government  Elevators.  The  Canadian  Government  Elevators  com- 
prise six  elevators  located  at  Moose  Jaw,  Saskatoon,  Calgary,  Edmonton,  Lethbridge  and 
Prince  Rupert,  which  are  operated  by  the  Board  of  Grain  Commissioners  for  Canada 


1966 

1965 

$ 

4,851,000 

S  4,465,000 

259,000 

260,000 

211,000 

189,000 

187,000 

148,000 

63,000 

65,000 

298,000 

330,000 

5,869,000 

5,457,000 

3,084,000 

2,360,000 

1,493,000 

1,159,000 

91,000 

67,000 

28,000 

28,000 

20,000 

4,000 

4,716,000 

3,618,000 

$ 

1,153,000 

$  1,839,000 

s 

5,507,000 

$  5,095,000 

51,000 

52,000 

311,000 

310,000 

5,869,000 

5,457.000 

4,716,000 

3,618,000 

$ 

1,153,000 

$  1.839,000 
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under  authority  of  section  166  of  the  Canada  Grain  Act,  R.S.,  c.  25,  and  Order  in  Council 
P.C.  1372  of  August  19,  1925. 

The  proprietary  equity  of  the  Government  of  Canada  in  the  Elevators  at  March  31, 
1966  was  $11,071,000  represented  by:  fixed  assets,  $10,643,000;  working  capital,  $415,000; 
and  advances  for  recoverable  freight  charges,  $13,000. 

The  following  is  a  summary  of  the  results  of  operations  for  the  year  with  comparable 
figures  for  the  preceding  year: 

Year  ended  March  31 


1966  1965 


Operating   revenue — 

Elevation    $       581,000  $       446,000 

Storage    357,000  480,000 

Drying   198,000  75,000 

Screenings  143,000  102,000 

Cleaning    123,000  143,000 

Other    80,000  51,000 


1,482,000  1,297,000 


Expense — 

Salaries   and   wages    1,047,000  911,000 

Grants  in  lieu  of  taxes 150,000  151,000 

Maintenance — buildings,  plant  and  equipment    128,000  72,000 

Power     112,000  96,000 

Head   office    80,000  71,000 

Contributions  to  Public  Service  Superannuation  Account  ..  57,000  51,000 

Accounting  and  cheque   issue  services    9,000  7,000 

Employee  surgical-medical  insurance  and  compensation 7,000  7,000 

Other    48,000  49,000 


1,638,000  1,415,000 


Operating  loss,  without  provision  for  depreciation    $        156,000  $       11S,000 


Operating  loss  provided  for  by — 

Department  of  Agriculture  Vote  50    $    1,586,000  $    1,355,000 

Government    departments    which    provided    major    services 
without  charge    73,000  65,000 


1,659,000  1,420,000 

Less:  Remittances  of  revenue  to  the  Receiver  General   ..         1,503,000  1,302,000 


$       156,000  $       118,000 


The  general  increase  in  revenue  was  mostly  at  the  Prince  Rupert  Elevator  where 
there  was  an  increase  of  48%  in  the  volume  of  grain  handled  compared  with  an  average 
increase  of  7%  at  the  other  five  elevators.  The  decline  in  revenue  from  storage  was  a 
result  of  a  faster  turnover  of  the  grain  for  export.  Wet  weather  in  the  fall  of  1965  necessi- 
tated a  greater  use  of  the  drying  facilities  at  the  elevators  giving  rise  to  increased  revenue 
from  this  source,  whereas  the  improved  condition  of  the  grain  received  reduced  the  clean- 
ing required. 
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Salaries  and  wages  increased  by  $136,000  as  a  result  of  the  larger  volume  of  grain 
handled  together  with  increments  in  the  rates  of  pay.  Repairs  to  the  roof  of  the  Saska- 
toon Elevator,  damaged  by  a  storm,  mainly  account  for  the  increase  of  $56,000  in  main- 
tenance expenses. 

The  loss  of  $58,000  by  the  Lethbridge  Elevator  was  its  twenty-first  consecutive 
annual  loss — its  accumulated  deficit  totals  $943,000. 

During  the  year  an  amount  of  $77,000  was  paid  to  engineering  consultants  in  respect 
of  unused  plans  for  a  proposed  extension  to  the  Prince  Rupert  Elevator  (see  paragraph  53 
of  this  Report). 

222.  National  Film  Board.  This  Board  was  established  in  1939  by  the  National  Film 
Act,  R.S.,  c.185,  for  the  purpose  of  initiating  and  promoting  the  production  and  distribu- 
tion of  films  in  the  national  interest.  In  accordance  with  section  18  of  the  Act,  the 
National  Film  Board  Operating  Account  in  the  Consolidated  Revenue  Fund  has  been 
credited  with:  amounts  provided  by  annual  parliamentary  appropriations  for  "Adminis- 
tration, Production  and  Distribution  of  Films  and  Other  Visual  Materials"  (National  Film 
Board  Vote  1 ) ;  amounts  transferred  from  appropriations  of  other  government  depart- 
ments in  respect  of  work  undertaken  for  them ;  and  receipts  from  other  operations  of  the 
Board  including  the  sale  and  rental  of  films  and  other  visual  materials.  All  expenditures  by 
the  Board  have  been  charged  to  the  Account  with  the  exception  of  expenditures  on  capital 
equipment  acquired  for  its  own  use  which  have  been  charged  to  National  Film  Board 
Vote  5.  Included  in  the  expenditures  charged  to  the  Account  are  the  costs  of  capital  equip- 
ment acquired  for  the  Canadian  Government  Photo  Centre  in  Ottawa,  as  authorized  by 
National  Film  Board  Vote  L30,  Appropriation  Act  No.  5,  1963,  1963,  c.42. 

The  equity  of  the  Crown  in  the  Board  at  March  31,  1966  was  $2,785,000  compared 
with  $2,441,000  at  the  end  of  the  previous  year.  This  comprised  $1,418,000  in  the  National 
Film  Board  Operating  Account,  including  $139,000  for  the  Canadian  Government  Photo 
Centre  equipment,  and  capital  equipment  $1,367,000. 

The  following  is  a  comparative  summary  of  expense  and  income  for  the  past  two 
years : 

Year  ended  March  31 
1966  1965 

Expense — 

Production  of  films  and  other  visual  materials  $  3,866,000        S  3,480,000 

Cost  of  production  of  films  and  other  visual  materials  for  govern- 
ment departments  and  others   3,769,000  2,744,000 

Distribution    of    films 2,844,000  2,654,000 

Estimated    cost    of    major    services    provided    without    charge    by 

government   departments    1,166,000  1,091,000 

Administration  and  general  services   1,057,000  1,017,000 

Depreciation    on    equipment    358,000  344.000 

13,060,000  11,330,000 
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Year  ended  March  31 

1966  1965 

Income — 

Sales    of    films    and    other    visual    materials     $  4,205,000  $  3,120,000 

Rentals  and  royalties    818,000  724,000 

Miscellaneous    41,000  50,000 

Canadian  Government  Photo  Centre — net  profit  for  the  year   15,000  (12,000) 

5,079,000  3,882,000 

Net    expense     $7,981,000  $7,448,000 

Net  expense  provided  by — 

Parliamentary   appropriations   $  6,457,000  $  6,013,000 

Major   services    provided    without    charge   by    government    depart- 
ments        1,166,000  1,091,000 

Depreciation    358,000  344,000 

$  7,981,000  $  7,448,000 


The  gross  expense  increased  by  $1,730,000  or  15%  over  the  total  for  the  previous 
year.  The  greater  part  of  this  increase  is  represented  by  an  overall  increase  of  $1,411,000 
in  the  combined  production  costs  of  films  and  other  visual  materials,  of  which  $1,025,000 
related  to  productions  sponsored  by  government  departments,  agencies  and  others,  and 
$386,000  to  the  expansion  of  the  regular  production  program. 

The  income  increased  by  $1,197,000,  or  31%  over  that  of  the  previous  year.  This 
was  due  largely  to  various  special  projects  undertaken  during  the  year  for  the  Canadian 
Corporation  for  the  1967  World  Exhibition,  the  Centennial  Commission  and  certain 
government  departments. 

The  estimated  cost  of  accommodation,  contributions  to  the  Public  Service  Super- 
annuation Account  and  other  employee  benefits,  accounting,  cheque  issue  and  other 
services  provided  without  charge  by  government  departments  is  included  in  a  single 
amount  of  $1,166,000  in  the  Statement  of  Income  and  Expense.  In  last  year's  Report 
we  recommended  that  the  cost  of  these  services  be  integrated  as  soon  as  practicable 
into  the  costing  system  to  produce  accurate  costs  as  well  as  render  possible  a  more 
realistic  and  complete  presentation  of  the  various  costs  of  production  and  administration 
of  the  Board  in  its  financial  statements.  We  understand  action  along  these  lines  is  under 
study  with  officers  of  the  Treasury  Board. 

The  Canadian  Government  Photo  Centre  which  was  established  in  Ottawa  for  the 
purpose  of  co-ordinating  the  Government's  still  photographic  activities,  began  operations 
on  December  1,  1964.  The  operations  of  the  Centre  showed  a  net  profit  of  $15,000  for 
the  year  compared  with  a  net  loss  of  $12,000  (after  providing  for  preliminary  expenses 
of  $17,000)  in  the  first  four  months  operations  to  March  31,  1965.  The  net  profit  was 
credited  to  income  of  the  Board. 

During  the  early  part  of  1965,  an  employee  while  on  location  in  Edmonton,  Alta., 
was  robbed  of  $2,970  of  Board  funds.  He  was  reimbursed  this  amount  in  June  1965  on 
an  ex  gratia  basis  with  the  approval  of  the  Governor  in  Council. 
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During  the  audit  we  brought  to  the  attention  of  the  Board  several  areas  where  the 
internal  control  was  weak.  While  the  Board  had  taken  some  action  by  the  year-end,  it 
was  not  sufficient  to  eliminate  all  the  weaknesses  noted.  We  have  also  suggested  that, 
in  view  of  the  scope  and  nature  of  the  Board's  operations,  a  manual  of  accounting 
procedures  should  be  prepared,  the  duties  of  the  internal  auditor  should  be  defined  in 
writing  and  a  proper  internal  audit  program  should  be  developed. 

223.  Post  Office.  The  Post  Office  Department  operates  under  the  authority  of  the 
Post  Office  Act,  R.S.,  c.  212,  which  provides  that  the  Postmaster  General  shall  administer, 
superintend  and  manage  the  Canada  Post  Office. 

The  following  is  a  comparative  summary  of  the  results  of  operations  for  the  past  two 
years: 

Year  ended  March  31 

1966  1965 

Gross  postal  revenue   $  275,994,000        $  263,704,000 

Expenses  paid  from  revenue   38,512,000  33,268,000 

Net  postal  revenue   237,482,000  230,436,000 

Other  revenue — 

Value  of  mail  and  other  services  provided  free  of  charge  to  other 
government  departments  4,793,000  4,342,000 

Miscellaneous    56,000  53,000 

242,331,000  i        234,831,000 

Expenditure  from  parliamentary  appropriation — 

Operations    160,948,000  135,375,000 

Transportation    72,575,000  69,056,000 

Administration,  financial  services,  etc 6,683,000  6,028,000 

240,206,000  210,459,000 

Estimated   cost   of   major   services   provided   without   charge   by 
other  government  departments — 

Accommodation    25,529,000  25,298,000 

Contributions  to  Superannuation  Account  and  employee  group 

surgical-medical  insurance  10,144,000  9,681,000 

Accounting  and  cheque  issue  services  650,000  584,000 

Employee  compensation   270,000  262,000 

276,799,000   ..        246,284,000 

Net  operating  deficit   $    34,468,000        $    11,453,000 


The  $12  million  increase  in  gross  revenue  was  due  chiefly  to  an  increase  of  $7.5 
million  in  the  revenue  from  postage  meters  and  an  increase  of  $2  million  in  revenue  from 
the  sale  of  postage  stamps.  The  $30  million  increase  in  expenditure  from  the  parlia- 
mentary appropriation  was  due  mainly  to  increased  salary  costs  of  $25  million. 

224.  Public  Printing  and  Stationery  activities.  Under  the  Public  Printing  and 
Stationery  Act,  R.S.,  c.  226,  the  Department  of  Public  Printing  and  Stationery  is  charged 
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exclusively  with  the  following  duties  in  relation  to  services  required  for  the  Senate  and 
House  of  Commons  and  the  several  departments  of  the  Government: 

(a)  the  execution  and  audit  of  all  printing,  stereotyping,  electrotyping,  lithography,  binding 
work,  or  work  of  the  like  nature,  and  the  procuring  of  the  material  therefor; 

(b)  the  purchase  and  distribution  of  all  paper,  books  and  other  articles  of  stationery  of 
whatsoever  kind,  except  books  that  are  required  for  the  Library  of  Parliament,  and 
printed  books  required  for  the  use  of  the  chaplains,  libraries  or  schools  in  the  pen- 
itentiaries which  may  be  procured  in  the  manner  authorized  by  law; 

(c)  the  sale  of  all  books  or  publications  issued  by  order  of  either  or  both  Houses  of 
Parliament  or  by  any  department  of  the  Government;  and 

(d)  the  audit  of  all  accounts  for  advertising.  [This  function  was  transferred  to  the  Comp- 
troller of  the  Treasury  in  1954.] 

With  a  view  to  implementing  certain  recommendations  made  by  the  Royal  Com- 
mission on  Government  Organization,  the  Governor  in  Council  in  1963-64  under  the 
Public  Service  Rearrangement  and  Transfer  of  Duties  Act,  R.S.,  c.  227,  transferred  to 
the  Department  of  Defence  Production  all  functions  of  the  Department  of  Public  Printing 
and  Stationery  with  the  exception  of  the  publication  and  distribution  of  books  and 
publications.  Accordingly  the  former  main  functions  of  the  Department  of  Public 
Printing  and  Stationery  are  now  carried  out  by  two  branches  of  the  Department  of 
Defence  Production  as  follows:  (a)  the  Canadian  Government  Supply  Service  which 
administers  the  Stores  Branch,  and  (b)  the  Canadian  Government  Printing  Bureau 
which  operates  the  printing  plant  in  Hull,  Que.,  and  the  outside  printing  units. 

In  our  1965  Report  (paragraph  219)  we  stated  that  the  existing  legislation  governing 
printing  and  stationery  has  remained  substantially  unchanged  since  1886  and  many  of 
the  provisions  of  the  Public  Printing  and  Stationery  Act  have  either  become  the  respon- 
sibility of  other  departments  or  have  proven  impracticable. 

For  the  purpose  of  carrying  out  the  provisions  of  the  Act,  a  working  capital  advance 
(the  Queen's  Printer's  Advance)  is  authorized  under  section  37  of  the  Act  to  enable  the 
Queen's  Printer  to  purchase  material  for  the  execution  of  orders  given  or  requisitions 
made  under  the  provisions  of  the  Act,  and  to  pay  the  wages  of  workmen  engaged  in  the 
execution  of  such  orders  or  requisitions.  This  section  further  provides  that  "the  amount 
of  outstanding  advances  to  the  Queen's  Printer,  after  deducting  therefrom  all  amounts 
due  to  him  by  either  House  of  Parliament  or  by  the  several  departments  shall  at  no  time 
exceed  the  sum  of  four  million  dollars".  The  Advance  has  been  shared  equally  by  the 
Canadian  Government  Supply  Service  and  the  Canadian  Government  Printing  Bureau. 

The  following  summary  shows  the  operating  results  of  the  Queen's  Printer's  Advance 
for  the  year  ended  March  31,  1966  together  with  comparable  figures  for  the  previous  year: 

Year  ended  March  31 

1966  1965 

Sales     $  21,750,000  $    21,363,000 

Cost  of  sales   21.437,000  20,698,000 

Profit  on  sales    313,000  665,000 

Discount  earned  10,000  13,000 

Profit    $  323,000  $         678,000 
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The  profit  of  $323,000  is  after  charging,  for  the  first  time,  equipment  purchases 
$287,000,  administrative  expenses  $587,000  and  major  equipment  repairs  $34,000.  In 
previous  years  these  costs  had  been  charged  to  parliamentary  appropriations.  As  in  previ- 
ous years,  the  value  of  services  and  facilities  such  as  power,  heat,  amortization  of  build- 
ings, etc.,  provided  by  other  government  departments  has  not  been  included  in  costs.  In 
accordance  with  section  58  of  the  Financial  Administration  Act,  the  profit  of  $323,000 
was  transferred  to  Revenue — "Return  on  investments". 

The  decrease  of  $3,000  in  discounts  earned  arose  mainly  during  the  last  quarter  of 
the  year  because  of  delays  in  processing  suppliers'  claims  for  payment  while  the  Canadian 
Government  Supply  Service  was  introducing  a  new  computer  system. 

During  the  year,  the  Canadian  Government  Printing  Bureau  entered  into  a  contract 
for  the  exchange  of  approximately  500  tons  of  used  type  metal  for  400  tons  of  new  metal. 
As  a  result,  the  expense  of  restoring  the  metal  is  not  included  in  the  year's  costs. 

Printing  Bureau  employees  worked  1.5  million  man-hours  and  cost  of  sales  includes 
overtime  payments  of  $691,000  or  14%  of  direct  labour  costs  and  $103,000  for  42,064  hours 
of  idle  time. 

Separate  sets  of  records  are  maintained  with  respect  to  the  Queen's  Printer's  Advance. 
Each  set  of  records  is  closed  at  a  different  date  as  far  as  the  recording  of  receipt 
of  payments  of  accounts  by  departments  is  concerned.  The  total  of  accounts  receivable 
shown  by  departmental  records  at  March  31,  1966  is  $5,777,000  while  the  amount  shown 
by  Treasury  records  is  $639,000.  However,  neither  of  these  amounts  may  be  regarded  as 
the  correct  amount  outstanding  at  March  31  in  relation  to  the  accounts  of  Canada.  The 
departmental  accounts  are  closed  off  promptly  at  March  31  as  far  as  collections  are  con- 
cerned and  thus  do  not  reflect  the  receipt  of  payments  made  by  departments  as  charges 
to  the  old  year  in  the  month  of  April.  On  the  other  hand,  the  Treasury  records  were  kept 
open  into  May  for  recording  the  receipt  of  payments  made  by  departments  and  took  into 
account  payments  from  funds  of  the  new  year.  Thus  the  figure  for  the  accounts  receivable 
of  this  Department  in  relation  to  the  accounts  of  Canada  at  March  31,  1966  is  not  known. 

We  stated  last  year  that  an  annual  charge  of  5%  was  insufficient  to  recover  the  ori- 
ginal cost  of  247  typewriters  purchased  through  the  Advance  at  a  cost  of  $53,000  and 
supplied  to  the  House  of  Commons  in  1961-62.  Rentals  received  were  applied  towards  the 
cost  of  the  typewriters  and,  during  the  year,  the  remaining  balance  of  $41,348  was  written 
down  to  an  appraised  value  of  $24,700.  In  our  opinion,  this  adjustment  of  $16,648  should 
have  been  charged  to  a  House  of  Commons  appropriation  provided  for  the  purpose  rather 
than  as  a  cost  of  sales  of  the  Canadian  Government  Supply  Service. 

225.  Queen's  Printer — publishing  activities.  According  to  the  provisions  of  the  Public 
Printing  and  Stationery  Act,  R.S.,  c.  226,  and  Orders  issued  by  the  Governor  in  Council 
under  the  Public  Service  Rearrangement  and  Transfer  of  Duties  Act,  R.S.,  c.  227,  the 
Department  of  Public  Printing  and  Stationery  is  charged  solely  with  the  function  of 
procurement  of  print  for  books  and  publications  and  with  the  distribution  of  parliamen- 
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tary  and  departmental  publications.  These  operations  include  the  printing  of  the  Canada 
Gazette,  the  Statutes  of  Canada  and  other  Government  publications. 

The  Department  operates  with  funds  provided  by  parliamentary  appropriations. 
Major  services,  such  as  carrying  franked  mail,  accommodation,  etc.,  are  supplied  free  of 
charge  by  other  departments. 

A  summary  of  expenditure  and  revenue  for  the  year,  together  with  comparable  figures 
for  the  preceding  year,  follows: 

Year  ended  March  31 


1966  1965 


Expenditure- 
Printing  and  binding  official  documents   $  1,547,000        $  1,349,000 

Distribution  of  official  documents   1,072,000  1,041,000 

Administration     204,000  177,000 

Printing  of  Canada  Gazette   182,000  152,000 

Printing  and  binding  the  Statutes  of  Canada 49,000  14,000 

3,054,000  2,783,000 
Estimated  cost  of  major  services  provided  without  charge  by  other 
government  departments: 

Carrying  of  franked  mail    830,000  554,000 

Accommodation    285,000  260,000 

Contributions  to  Public  Service   Superannuation  Account    53,000  61,000 

Accounting  and  cheque  issue  35,000  32,000 

Employee   surgical-medical   insurance   premiums    5,000  6,000 

Employee  compensation  payments  1,000  1,000 

1,209,000  914,000 


4,263,000  3,647,000 


Revenue — ■ 

Proceeds    from    sales    1,626,000  1,623,000 

Canada   Gazette    200,000  230,000 

Commissions    on     sale     of     publications    issued    by    international 

organizations  of  which  Canada  is  a  member  nation   49,000  19,000 

Royalties  from  copyrights  on  government  publications  27,000  77,000 

Service  fees  for  art  work  performed  for  other  government  depart- 
ments       18,000  12,000 


1,920,000  1,961,000 


Excess  of  expenditure  over  revenue    $  2,343,000        $  1,686,000 


Parliamentary  appropriations  were  charged  with  $3,054,000  during  the  year,  an 
increase  of  $321,000  or  12%  over  the  preceding  year,  due  mainly  to  an  increase  in  publish- 
ing activities.  Included  in  the  costs  of  printing  and  binding  official  documents  are  expendi- 
tures of  $68,000  to  cover  the  cost  of  documents  distributed  free  to  Members  of  Parliament 
and  to  organizations  approved  by  the  Governor  in  Council.  The  gross  revenue  of 
$1,920,000  reflects  a  decrease  of  $41,000  from  the  previous  year  due  principally  to 
fewer  royalties  collected  on  the  RCAF  physical  fitness  publications  sold  by  other  publish- 
ers and  to  a  reduction  in  advertising  linage  in  the  Canada  Gazette. 
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The  sales  operation  of  the  Department  is  handled  by  a  mail  order  office  located  in 
Hull,  Que.,  and  by  five  government  bookstores  in  various  cities  in  Canada.  In  addition, 
sales  counters  are  located  in  the  National  Gallery  of  Canada  and  in  the  Parliament 
Buildings  in  Ottawa. 

The  retail  value  of  inventories  of  publications  held  at  the  bookstores  and  sales 
counters  at  March  31,  1966  was  estimated  at  $349,000  compared  with  $264,000  at  March 
31,  1965.  The  value  of  inventories  in  the  mail  order  office  and  on  consignment  at  various 
agencies  is  not  known. 

The  Department  continues  to  experience  difficulty  in  its  attempts  to  reconcile  the 
value  of  publications  at  each  store  with  the  memorandum  control  account  maintained 
at  headquarters.  Although  efforts  are  being  made  to  improve  administrative  control  over 
the  stocks,  no  dollar  value  inventory  control  of  publications  at  the  bookstores  and  sales 
counters  has  yet  been  established  to  fix  specific  responsibility  for  stock  discrepancies.  We 
have  advised  the  Department  that  prompt  and  effective  remedial  action  is  required  in 
this  area. 

Shipments  to  bookstores  originate  in  the  bulk  store  located  in  the  Printing  Bureau 
in  Hull.  The  warehousing  function  of  the  bulk  store  has  been  under  the  administration  of 
the  Canadian  Government  Supply  Service  since  the  early  part  of  1965.  During  the  latter 
months  of  that  year  a  quantity  control  system  over  publications  was  established,  but  a 
value  control  is  still  lacking.  A  recent  review  indicates  that  certain  phases  of  the  bulk 
store  operation  are  unsatisfactory.  For  example,  because  of  the  posting  delays,  errors  in 
coding,  shipping  errors,  etc.,  the  computerized  stock  ledger  records  do  not  always  show 
the  correct  quantities  of  stock  on  hand.  In  addition,  the  present  arrangement  of  stores 
does  not  provide  adequate  security  as  some  of  the  stockrooms  have  no  permanent  at- 
tendant and  are  accessible  to  unauthorized  persons. 

In  addition  to  government-owned  stock,  the  bulk  store  and  the  bookstores  hold  on  a 
consignment  basis  quantities  of  publications  of  other  countries  and  international  organi- 
zations of  which  Canada  is  a  member.  In  our  1965  Report  we  stated  that  no  inventory 
control  records  had  been  established  for  these  publications  and  as  a  result  the  current 
value  of  stock  was  not  known.  This  situation  remains  unchanged. 

Bookshop  sales  for  other  countries  and  for  international  organizations  are  recorded 
in  total  only  and  generally  the  inventories  held  by  the  Department  have  not  been  recon- 
ciled with  the  inventory  balances  reported  by  the  consignors.  This  is  a  serious  situation 
and  a  number  of  countries  and  organizations  are  concerned  that  inventory  statements 
have  not  been  provided  as  required  by  their  contracts. 

We  were  informed  by  the  Department  that  one  of  the  main  problems  in  connection 
with  controls  over  international  publications  is  the  development  and  implementation  of 
a  system  to  control  the  sales  and  inventories  of  these  organizations  while  another  one  is  to 
obtain  the  necessary  staff  to  carry  out  the  duties  involved. 

The  Department  handles  the  distribution  of  publications  for  several  government 
departments  and  agencies  and  does  not  recover  distribution  costs  from  the  departments 
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concerned.  It  has  been  estimated  that  the  Department's  cost  for  this  service  is  $150,000 
per  annum.  On  the  other  hand,  the  Department  has  not  been  charged,  by  the  Canadian 
Government  Supply  Service,  for  shipping  and  receiving  services  estimated  at  $21,000  per 
annum  or  for  the  substantial  cost  of  operating  the  bulk  publication  store. 

The  Queen's  Printer  has  been  provided  with  a  revolving  fund  to  facilitate  the 
printing  of  publications  by  commercial  printers.  This  fund,  which  is  not  to  exceed 
$250,000  at  any  time,  is  reimbursed  by  departments  for  which  the  printing  is  provided. 
Transactions  during  the  year  involved  payments  of  $2,859,000,  receipts  of  $2,906,000, 
and  accounts  receivable  at  the  year-end  amounting  to  $149,000  compared  with  $196,000 
at  the  end  of  the  previous  year. 

226.  Royal  Canadian  Mint.  The  Royal  Canadian  Mint  operates  under  Part  II  of  the 
Currency,  Mint  and  Exchange  Fund  Act,  R.S.,  c.  315,  and  provides  "facilities  for  making 
coins  of  the  currency  of  Canada,  and  for  melting,  assaying  and  refining  gold". 

Transactions  in  gold,  silver  and  other  metals  acquired  by  the  Mint  for  its  operations 
are  recorded  in  revolving  fund  accounts.  The  following  is  a  summary  of  these  accounts  for 
the  year  with  comparable  amounts  for  the  preceding  year: 

Year  ended  March  31 

1966  1965 

Inventories  at  beginning  of  year  $    18,704,000        $    29,401,000 

Purchases — 

Gold    94,658,000  102,005.000 

Silver    26,443,000  12,777,000 

Other  metals    3,252,000  3,487,000 

124,853,000  118,269,000 

143,057,000  147,670,000 

Sales — ■ 

Gold     98,256,000  104,825,000 

Silver  coin  at  face  value   34,818,000  27,369,000 

Other  coin  at  face  value  5,998,000  8,629,000 

Silver  bullion    56,000  57,000 

139,128,000  140,880,000 

Gold    revaluation     19,000  11,000 

139,147,000  140,891,000 

3,910,000  6,779,000 
Transfers  to  revenue — 

Gain  on  coinage  operations  10,861,000  11,909,000 

Gold  refining  gain  23,000  16,000 

10,884,000  11,925,000 

Inventories  at  end  of  year    $    14,794,000        $     18,704,000 


The  Public  Accounts  record  as  revenue  of  the  Department  of  Finance  the  transfer 
of  $10,884,000  from  the  revolving  fund  accounts  and  other  Mint  revenue  of  $5,788,000, 
a  total  of  $16,672,000  for  the  year  ended  Mrach  31,  1966  compared  with  $15,032,000  for 
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1964-65.  There  was  a  decrease  of  $1,041,000  in  transfers  from  the  revolving  fund  accounts 
due  to  a  net  decrease  in  the  number  of  coins  issued  from  652,966,195  pieces  last  year  to 
444,335,538  pieces  for  the  year  ended  March  31,  1966  and  an  increase  of  $2,681,000  in 
other  Mint  revenue  due  to  an  increase  in  the  sales  of  uncirculated  coin  sets. 

Administration,  operation  and  maintenance  expenditures  of  the  Mint,  charged  to 
Department  of  Finance  appropriations,  totalled  $2,786,000  ($2,572,000  in  1964-65)  and 
construction  or  acquisition  of  equipment  expenditure  was  $408,000  ($90,000  in  1964-65). 

The  net  result  is  an  excess  of  revenue  over  expenditure  of  $13,478,000  for  the  year 
ended  March  31,  1966  compared  with  $12,370,000  for  the  previous  year,  an  increase  of 
$1,108,000.  These  recorded  results  do  not,  however,  take  into  consideration  such  expenses 
as  interest  on  funds  employed  or  services  provided  without  charge  by  other  departments 
such  as  accommodation,  security,  contributions  to  the  Public  Service  Superannuation 
Account,  employee  surgical-medical  insurance  premiums,  accounting  and  cheque  issue 
services  and  employee  compensation  payments. 
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Special  Audits  and  Examinations 

227.  In  addition  to  the  examinations  of  the  accounts  of  departments  and  Crown 
corporations  referred  to  in  this  Report,  the  following  special  audits  and  examinations  were 
made  by  the  Audit  Office  during  the  year,  most  of  them  in  accordance  with  specific 
directions  contained  in  various  statutes:  The  Army  Benevolent  Fund  Board,  Atlantic 
Development  Board,  The  Canada  Council,  Canada  Pension  Plan  Account,  the  Custodian, 
Economic  Council  of  Canada,  Exchange  Fund  Account,  Municipal  Development  and  Loan 
Board,  National  Gallery  of  Canada,  Public  Printing  and  Stationery  stores,  The  Queen 
Elizabeth  II  Canadian  Fund  to  Aid  in  Research  on  the  Diseases  of  Children,  Roosevelt 
Campobello  International  Park  Commission,  Royal  Canadian  Mint  stocks,  Unemploy- 
ment Insurance  Fund  and  Yukon  Territorial  Government. 

228.  The  Army  Benevolent  Fund  Board.  This  Board  was  constituted  by  the  Army 
Benevolent  Fund  Act,  R.S.,  c.  10,  and  consists  of  five  members  appointed  by  the  Governor 
in  Council.  The  Act  provides  for  a  special  account  in  the  Consolidated  Revenue  Fund 
called  the  Army  Benevolent  Fund  to  which  certain  moneys  were  credited  and  from 
which  there  shall  be  paid 

to  or  for  the  benefit  of   [World  War  II]   veterans  or  their  dependants  or  the  widows  or 
children  or  former  dependants  of  deceased  veterans  such  amounts  as  the  Board  may  from 
time  to  time  determine 
together  with  the  expenses  incurred  in  carrying  out  the  provisions  of  the  Act. 

The  Act  directs  that  the  Board  be  governed  by  the  following  principles: 

(a)  plans  shall  be  formulated  on  the  assumption  that  there  will  be  prospective  beneficiaries 

for  fifty  years  from  the  establishment  of  the  Fund  [in  1947] ; 
(6)  no  grant  is  to  be  made  by  way  of  relief  from  the  Fund  where  adequate  relief  is,  at  the 

time  of  the  application,  available  from  federal,  provincial  or  municipal  governmental 

sources ; 

(c)  where  grants  are  made  to  assist  in  the  education  of  dependants  of  veterans  or  of 
children  of  deceased  veterans,  bursaries  shall  be  granted  contingent  on  continued  need 
and  satisfactory  progress  and  not  as  competitive  scholarships  based  on  academic 
standing;  and 

(d)  amounts  paid  out  of  the  Fund  are  not  recoverable,  unless  obtained  by  fraud  or  mis- 
representation. 

The  accounts  of  the  Board  were  examined  for  the  year  ended  March  31,  1966  pursuant 
to  section  11  of  the  Act  and  our  report  was  submitted  to  the  Chairman  and  members 
of  the  Board  with  a  copy  being  provided  to  the  Minister  of  Veterans  Affairs. 

Receipts  amounted  to  $248,000  of  which  $236,000  was  derived  from  interest  on  de- 
posits with  the  Receiver  General  and  $12,000  from  interest  on  Government  of  Canada 
bonds.  Disbursements  totalled  $427,000  consisting  of  $324,000  in  grants  to  or  on  behalf 
of  World  War  II  veterans  and  $103,000  for  administrative  and  casework  expense.  The 
latter  was  a  net  amount  after  deducting  a  fee  of  $36,000  for  management  of  the  financial 
program  of  the  Canadian  Army  Welfare  Fund  and  a  grant  of  $18,000  from  the  Depart- 
ment of  Veterans  Affairs  to  assist  in  defraying  administrative  expenses. 
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After  absorbing  the  excess  of  disbursements  over  receipts  amounting  to  $179,000,  the 
balance  of  the  Fund  was  $5,372,000  at  March  31,  1966  of  which  $5,111,000  was  on 
deposit  with  the  Receiver  General,  $256,000  was  invested  in  Government  of  Canada 
bonds  and  $5,000  was  represented  by  accountable  advances  and  prepaid  expenses. 

229.  Atlantic  Development  Board.  This  Board  was  established  by  the  Atlantic 
Development  Board  Act,  1962-63,  c.  10.  The  objects  of  the  Board  are  to  inquire  into,  and 
report  to  the  responsible  Minister  upon,  programs  and  projects  for  fostering  the  economic 
growth  and  development  of  the  Atlantic  region  of  Canada,  to  consider,  report  and  make 
recommendations  to  the  Minister  concerning  programs  and  projects  and,  with  the  ap- 
proval of  the  Governor  in  Council,  to  enter  into  agreements  respecting  the  use  of  the 
Atlantic  Development  Fund  in  financing  or  assisting  in  financing  to  a  maximum  of  $100 
million  (subsequently  increased  to  $150  million,  1966-67,  c.  31)  projects  that  will  contrib- 
ute to  the  growth  and  development  of  the  economy  of  the  Atlantic  region  and  for  which 
satisfactory  financing  arrangements  are  not  otherwise  available.  The  Atlantic  Develop- 
ment Fund,  established  by  section  16  of  the  Act,  is  a  special  account  in  the  Consolidated 
Revenue  Fund  to  which  are  credited  such  amounts  as  are  from  time  to  time  required  by 
the  Board  for  the  carrying  out  of  its  programs  and  projects  and  to  which  are  charged  the 
payments  made  in  respect  of  them. 

Pursuant  to  section  18  of  the  Act,  we  have  audited  the  accounts  and  financial  trans- 
actions of  the  Board  and  have  reported  thereon  to  the  Board  and  to  the  Minister  of 
Transport. 

The  following  is  a  summary  of  the  transactions  in  the  Fund  since  its  inception  show- 
ing the  projects  approved  and  funds  disbursed  to  March  31,  1966: 

Approved  by 

the  Governor  Funds  Outstanding 

Type  of  project  in  Council  disbursed  commitments 

Power    8  48,413,000  $     17.446,000  $    30,967,000 

Trunk  highway  systems   10,675,000  5,657,000  5,018,000 

Basic   industrial   services    14,613,000  1,262,000  13,351,000 

Research    facilities    3,000,000  133,000  2,867,000 

Miscellaneous    5.000  4,000  1,000 

$    76,706,000        $    24.502,000        $     52.204.000 

Funds  disbursed  amounted  to  $20,860,000  in  1965-66  and  to  $3,642,000  in  1964-65. 

During  the  year  a  second  trunk  highway  program  was  entered  into  to  be  financed 
in  1965-66  and  subsequent  years  by  Department  of  Transport  Vote  112.  The  transactions 
under  this  program  were  as  follows: 

Approved  by 

the  Governor  Funds  Outstanding 

Province  in  Council  disbursed  commitments 

New    Brunswick     $  9,000,000  $         889,000  $      8,111,000 

Newfoundland     9,000,000  603,000  8,397,000 

Nova  Scotia    9,000,000  603.000  8.397.000 

Prince  Edward  Island   3,000,000  3,000,000 

$    30,000,000        $      2,095,000        $    27,905,000 
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The  following  is  a  comparative  summary  of  the  Board's  administrative  expenses  and 
expenditures  on  technical  and  economic  surveys  and  studies  for  the  past  two  years: 


Administrative    expenses — 

Salaries    

Employee    benefits    

Travel   and   removal    

Accommodation    

Accounting   services    

Office  equipment  and  supplies 
Other    


Year  ended  March  31 

1966 

1965 

253,000 

$ 

100,000 

13,000 

6,000 

39,000 

17,000 

13,000 

15,000 

4,000 

8,000 

22,000 

4,000 

17,000 

6,000 

361,000  156,000 

Technical  and  economic  surveys  and  studies    456,000  519,000 


Total    expenditure    $     817,000        $     675,000 


These  expenditures  were  met  to  the  extent  of  $800,000  by  funds  provided  by  Depart- 
ment of  Transport  Vote  110  and  to  the  extent  of  $17,000  by  government  departments 
which  provided  accommodation  and  accounting  services  without  charge. 

230.  The  Canada  Council.  The  Council  was  established  by  the  Canada  Council  Act, 
1957,  c.  3,  to  foster  and  promote  the  study  and  enjoyment  of,  and  the  production  of  works 
in,  the  arts,  humanities  and  social  sciences. 

A  report  on  the  audit  of  the  Council's  accounts  for  the  year  ended  March  31,  1966 
was  made  to  the  Council  and  to  the  Secretary  of  State,  as  required  by  the  Act. 

An  Endowment  Fund  of  $50  million  was  established  under  the  Act.  The  return  on 
the  investments  of  the  Fund  is  used  to  meet  administrative  expenses  and  other  expendi- 
ture for  purposes  of  the  Act  (except  for  capital  assistance  grants  to  universities  which  are 
made  from  the  University  Capital  Grants  Fund).  Permissible  expenditures  relate  to  the 
following  in  respect  of  the  arts,  humanities  and  social  sciences:  grants,  scholarships  and 
awards;  sponsorship  of  exhibitions,  performances  and  publications;  exchanges  with  other 
countries  and  organizations  or  persons  therein  of  knowledge  and  information ;  representa- 
tion and  interpretation  of  Canadian  arts,  humanities  and  social  sciences  in  other  countries; 
and  liaison  with  the  United  Nations  Educational,  Scientific  and  Cultural  Organization. 

In  our  1965  Report  (paragraph  225)  reference  was  made  to  a  $10  million  uncondi- 
tional grant  from  the  Government  of  Canada  which  was  received  by  the  Council  in 
April  1965  to  be  used  for  the  general  purposes  set  out  in  section  8  of  the  Canada  Council 
Act.  Moneys  received  from  this  grant  were  invested  separately  from  the  Endowment 
Fund  and  during  the  year  a  total  of  $3,476,000  was  applied  to  grants  and  awards  paid 
through  the  Endowment  Fund.  At  the  year-end  an  amount  of  $6,945,000  remained  to  be 
expended  and  is  accounted  for  on  the  balance  sheet  for  the  Special  Funds  referred  to  later 
in  this  paragraph. 
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The  following  is  a  summary  of  the  Endowment  Fund  operations  for  the  year  to- 
gether with  comparable  figures  for  the  preceding  year: 

Year  ended  March  31 

1966  1965 

Surplus  at  April  1    $       50,000  $       82,000 

Income — 

Interest    and    dividends    3,306,000  3,154,000 

Portion   of  unconditional   grant   from    the    Government    of    Canada 

applied  to  grants  and  awards   3,476,000  — 

6,832,000  3,236,000 

Expenditure — 

Grants    6,157,000  2,661,000 

Canadian   National  Commission  for  UNESCO    135,000  88,000 

Administrative   and  other  expenses,  less  expenses  recovered    540,000  437,000 

6,832,000  3,186,000 

Surplus  at  March  31    $      —  $       50,000 


A  University  Capital  Grants  Fund  of  $50  million  was  established  by  the  Act  in  order 
that  grants  could  be  made  to  universities  and  similar  institutions  of  higher  learning  by 
way  of  capital  assistance  for  building  construction  projects  intended  for  use  in  furthering 
the  arts,  humanities  and  social  sciences.  These  grants  are  paid  out  of  the  principal  and 
accumulated  income  of  the  Fund. 

The  following  is  a  summary  of  the  University  Capital  Grants  Fund  transactions 
for  the  year  together  with  comparable  figures  for  the  preceding  year: 

Year  ended  March  31 
1966  1965 

Balance  at  April  1    $  10,299,000  $    11,499,000 

Add: 

Interest  earned  on  investments  581,000  790,000 

Net  profit  on  disposal  of  securities  15,000  95,000 

10,895,000  12,384,000 

Deduct: 
Authorized  grants   1,547,000  2,085,000 

Balance   at  March   31    $      9,348,000        $    10,299,000 


During  the  year  the  Council  allocated  to  qualifying  institutions  the  amount  of 
$1,879,000  which  represented  the  accumulated  interest  and  profits  earned  by  the  Univer- 
sity Capital  Grants  Fund  from  October  1,  1963  to  December  31,  1965.  A  prior  allocation 
of  $15,130,000,  was  made  during  the  year  ended  March  31,  1964,  representing  the  accumu- 
lated interest  and  profits  earned  by  the  Fund  from  its  inception  to  September  30,  1963. 
Grants  authorized  by  the  Council  from  these  allocations  amounted  to  $9,147,000  by 
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March  31,  1965  and  payments  thereon  during  the  same  period  amounted  to  $5,552,000. 
Further  grants  of  $709,000  were  authorized  during  the  year  from  interest  and  profits 
and  grants  paid  amounted  to  $2,624,000. 

In  our  1965  Report  (paragraph  225)  reference  was  again  made  to  the  method  em- 
ployed in  the  allocation  of  the  interest  and  profits,  to  the  qualification  of  our  reports  to 
the  Council  and  to  the  Secretary  of  State,  and  to  the  Sixth  Report  1964  of  the  Public 
Accounts  Committee  wherein  it  was  recommended  that  steps  be  taken  to  seek  amending 
legislation  to  provide  clear  authority  for  the  Council  to  use  the  1956  census  and  the 
"hotch-pot"  approach  in  the  distribution  of  interest  and  profits  in  respect  of  the  Uni- 
versity Capital  Grants  Fund.  As  no  action  had  been  taken,  the  Public  Accounts  Com- 
mittee in  its  Third  Report  1966  reiterated  its  previous  recommendation  and  requested  the 
Council  to  formally  ask  the  Government  to  give  consideration  to  the  required  amending 
legislation  with  the  objective  of  having  it  considered  by  Parliament  prior  to  the  final 
closing  out  of  the  University  Capital  Grants  Fund  (see  Appendix  1,  item  22).  Our  report 
to  the  Council  and  to  the  Secretary  of  State  was  again  qualified  with  respect  to  this 
matter. 

The  Council  may,  under  section  20  of  the  Act,  acquire  money,  securities  or  other  prop- 
erty by  gift,  bequest,  or  otherwise,  and  may  expend,  administer  or  dispose  of  them  subject 
to  the  terms,  if  any,  upon  which  they  are  made  available  to  the  Council.  Moneys  or  prop- 
erty received  by  the  Council  pursuant  to  this  section  are  presented  in  a  separate  balance 
sheet  designated  "Special  Funds".  This  balance  sheet  has  two  parts,  the  first  of  which 
relates  to  the  comparatively  small  gifts  which  are  accounted  for  within  the  Endowment 
Fund  and  the  unconditional  grant  from  the  Government  of  Canada  referred  to  above, 
while  the  second  part  relates  to  the  following  funds  from  which  only  the  income  may  be 
disbursed  for  the  purposes  designated: 

1.  The  amount  of  $1,079,000  received  in  1963  in  connection  with  an  anonymous  gift  of 
$4,250,000  to  be  paid  to  the  Council  over  a  period  of  several  years  was  augmented  by 
an  additional  $131,000  in  1964  and  by  a  further  $125,000  in  1965.  The  income  from  the 
amounts  received  is  to  provide  fellowship  and  scholarship  grants  to  Canadians  for  ad- 
vanced study  or  research  in  the  fields  of  medicine,  science  and  engineering  at  universi- 
ties, hospitals,  research  or  scientific  institutions  or  other  equivalent  or  similar  institutions 
in  Canada. 

2.  A  gift  of  $600,000  received  from  the  Molson  Foundation  in  1963  to  establish  a  capital 
fund  referred  to  as  the  Molson  Prize  Fund,  the  income  from  which  is  to  be  used  for 
making  cash  awards  of  $15,000,  normally  two  in  each  year,  to  authors  or  creators  of 
works  or  to  persons  who  have  rendered  service  to  Canada  in  the  fields  of  the  arts,  humani- 
ties and  social  sciences  which  will  enrich  the  cultural  or  intellectual  heritage  of  the 
nation,  or  make  a  noteworthy  contribution  to  understanding  and  unity  among  Canadians 
of  French  and  English  descent. 

For  investment  purposes  these  two  funds  have  been  combined  and  are  represented  by 
one  portfolio.  The  income  of  $115,000  produced  by  the  investments  was  apportioned  be- 
tween the  two  funds  on  a  quarterly  basis  according  to  the  ratio  of  the  principal  and 
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surplus  of  each  fund  at  the  beginning  of  the  quarter  to  the  total  principal  and  surplus 
of  the  funds.  A  summary  for  the  year  follows: 

Special  Molson 

Scholarship  Prize 

Fund  Fund             Total 

Surplus  at  April   1,  1965    $     6,000  $    19,000        $   25,000 

Income— interest  and   dividends    78,000  37,000           115,000 

84,000  56,000           140,000 

Expenditure — 

Grants    and    awards    36,000  30,000            66,000 

Administration    charge    2,000  2,000              4,000 

38,000  32,000            70,000 

Surplus  at  March  31,  1966  $   46,000  $   24,000        $   70,000 


The  Council  approved  the  assessing  of  an  administration  fee  of  $2,000  for  the  year 
ended  March  31,  1966  against  the  income  of  each  of  the  Special  Funds. 

231.  Canada  Pension  Plan  Account.  The  Canada  Pension  Plan,  1964-65,  c.51,  pro- 
vides for  a  comprehensive  program  of  contributory  old  age  pensions  and  supplementary 
benefits  for  most  persons  in  the  work  force  in  Canada,  whether  employees  or  self-em- 
ployed, with  the  exception  of  those  in  the  Province  of  Quebec  who  are  covered  by  a  paral- 
lel provincial  plan. 

Section  110  of  the  Act  established  the  Canada  Pension  Plan  Account  within  the 
accounts  of  Canada  to  which  all  contributions,  interest  and  other  amounts  received  under 
the  Plan  are  credited  and  to  which  benefits  and  other  payments  under  the  Plan,  including 
administration  costs,  are  charged.  Section  111  established  within  the  accounts  of  Canada 
the  Canada  Pension  Plan  Investment  Fund  in  which  investments  in  provincial  and 
federal  securities  are  recorded. 

The  Act  requires  the  Minister  of  National  Health  and  Welfare  to  make  an  annual 
report  to  Parliament  on  the  administration  of  the  Act,  including  a  statement  showing 
amounts  credited  to  or  charged  to  the  Canada  Pension  Plan  Account  and  the  Canada 
Pension  Plan  Investment  Fund  during  the  year.  There  is  no  provision  in  the  Act  for 
certification  of  this  statement  by  the  Auditor  General,  although  such  a  provision  would 
appear  desirable. 

Contributions  to  the  Canada  Pension  Plan  commenced  January  1,  1966.  Retirement 
benefits  will  become  payable  in  January  1967.  The  following  is  a  summary  of  transactions 
in  the  Canada  Pension  Plan  Account  to  March  31,  1966: 

Receipts — 

Contributions  from  employers  and  employees   $    94,880,000 

Interest     37,000 

94,917,000 
Disbursements — Administration  expenses   5,511,000 

Balance  at  March  31,  1966  $    89,406,000 
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This  balance  comprised: 

Operating  balance   $    54,553,000 

Investment  Fund  34,853,000 
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$    89,406,000 


The  $94,880,000  shown  for  contributions  from  employers  and  employees  represents 
actual  receipts  to  March  31,  1966.  No  amount  has  been  accrued  for  contributions  relating 
to  periods  prior  to  March  31,  1966  but  received  after  the  year-end  or  for  accrued  interest 
of  $142,000  on  provincial  and  federal  securities  and  $100,000  on  the  operating  balance 
for  the  month  of  March  1966. 

The  following  schedule  shows  the  administration  expenses  charged  to  the  Account 
during  the  year  with  respect  to  services  provided  to  the  Plan  by  various  government 
agencies : 

Department  Department 

of  of 

National  Comptroller        National      Unemployment 

Health  and  of  the              Revenue           Insurance 

Welfare  Treasury         (Taxation)       Commission           Total 

Direct  costs — 

Salaries    $       23,000        $     117,000        $  $  $     140,000 

Advertising     1,637,000  1,637,000 

Other    10,000  13,000  23,000 

l,670fl00  130,00p  1,800,000 

Indirect  costs — 

Administration    184,000  6,000  1,836,000            1,286,000           3,312,000 

Accommodation     13,000  24,000  163,000                21,000              221,000 

Other    5,000  16,000  83,000                 74,000               178,000 

202,000  46,000  2,082,000            1  $8 1,000            3,711,000 

Total    $1,872,000        $     176,000        $2,082,000        $1,381,000        $5,511,000 


The  Treasury  Board  has  given  to  the  Department  of  National  Health  and  Welfare, 
as  the  administering  department  for  the  Plan,  the  right  to  review  charges  to  the  Canada 
Pension  Plan  Account  by  other  departments.  This  review,  which  has  not  yet  been  made, 
may  result  in  adjustment  of  some  of  the  above  charges. 

No  amounts  have  been  charged  to  the  Canada  Pension  Plan  Account  with  respect 
to  costs  of  various  government  control  agencies  such  as  the  Civil  Service  Commission, 
the  Treasury  Board,  etc.  The  Treasury  Board  has  decided  that  the  Plan  will  not  be  called 
upon  to  bear  costs,  estimated  at  $1,600,000,  incurred  prior  to  enactment  of  the  Canada 
Pension  Plan,  in  preparing  the  legislation  and  establishing  preliminary  administrative 
machinery. 

The  Act  restricts  the  investments  of  the  Plan  to  securities  of  Canada  or  the  provinces, 
or  securities  fully  guaranteed  by  the  provinces,  payable  to  the  Canada  Pension  Plan  In- 
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vestment  Fund,  which  are  not  negotiable  and  not  transferable  or  assignable.  The  amount 
available  for  investment  in  provincial  and  federal  securities  at  each  month-end  is  de- 
termined by  deducting  from  the  uninvested  balance  in  the  Account  the  estimated  amount 
required  to  meet  all  payments  during  the  following  three  months.  This  amount  is  allo- 
cated to  the  various  provinces  in  the  ratio  that  the  contributions  from  each  province 
bear  to  the  total  of  all  contributions.  Any  balance  not  required  for  the  purchase  of  securi- 
ties offered  by  a  province  is  to  be  invested  in  securities  of  Canada.  The  rate  of  interest  on 
securities  purchased  for  the  Investment  Fund  is  determined  generally  by  the  average 
rate  of  interest  on  outstanding  obligations  of  the  Government  of  Canada  at  the  time  of 
purchase. 

At  March  31,  1966,  securities  of  Canada  and  the  provinces  bearing  interest  at  5.29% 
were  held  as  follows: 

Ontario    $  20,110,000 

British  Columbia   5,085,000 

Alberta    3,064,000 

Manitoba    2,077,000 

Saskatchewan    1,432,000 

Nova  Scotia    1,248,000 

New  Brunswick    972,000 

Newfoundland     655,000 

Prince  Edward  Island    108,000 

Canada    102,000 

$    34,853,000 


232.  The  Custodian.  In  accordance  with  Regulation  6  of  the  Revised  Regulations 
Respecting  Trading  with  the  Enemy  (1943)  as  set  out  in  the  schedule  to  the  Trading 
with  the  Enemy  (Transitional  Powers)  Act,  1947,  c.  24,  the  Secretary  of  State  is  appointed 
Custodian  "to  receive,  hold,  manage,  release,  dispose  of  and  otherwise  deal  with  all 
property  which  is  reported  to  him,  received  or  controlled  by  him  or  vested  in  him".  Since 
May  15,  1964,  the  Deputy  Registrar  General  of  Canada  has  acted  as  the  Deputy  Cus- 
todian. The  Custodian's  Office  is  administered  by  an  Assistant  Deputy  Custodian  in 
Ottawa.  A  report  on  the  audit  of  the  Custodian's  accounts  for  the  year  ended  December 
31,  1965  was  made  to  the  Secretary  of  State. 

The  assets  under  the  administrative  control  of  the  Custodian,  which  were  valued 
in  accordance  with  bases  explained  in  an  addendum  to  his  statement  of  assets  and  liabili- 
ties (Public  Accounts,  Volume  II,  page  40.10),  decreased  by  $281,000  to  $2,799,000  at 
December  31,  1965.  A  transfer  of  $350,000  to  the  Minister  of  Finance  for  the  War  Claims 
Fund,  and  releases  of  assets  valued  at  $1,141,000  to  former  owners  or  their  beneficiaries 
or  other  rightful  claimants,  offset  in  part  by  an  appreciation  of  $1,280,000  in  the  value  of 
remaining  vested  assets,  accounted  for  the  greater  part  of  the  decrease. 

Under  the  Regulations  referred  to  above,  the  Custodian  may  charge  against  all 
property  investigated,  controlled  or  administered  by  him,  whether  it  has  been  vested  in 
him  or  not,  a  fee  for  services  rendered  not  exceeding  2%  of  the  value  of  the  property  in- 
cluding the  income  therefrom.  He  is  also  permitted  to  employ  such  part  of  the  property 
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vested  in  him  or  the  proceeds  therefrom  as  may  be  necessary  to  pay  the  expenses  incurred 
in  the  administration  of  the  Regulations. 

All  fees  and  any  income  received  from  vested  assets  which  consist  of,  or  are  con- 
verted into,  cash  or  Government  of  Canada  bonds  are  credited  to  the  Custodian's  Office 
Administration  Account,  from  which  expenses  of  the  Office  are  paid.  We  have  drawn  at- 
tention to  this  procedure  in  past  years  because  it  is  one  which  is  inconsistent  with  the 
treatment  of  income  arising  from  other  assets  vested  in  the  Custodian.  The  matter  is 
currently  under  study  by  the  Deputy  Custodian. 

From  September  2,  1939  to  December  31,  1965  the  Custodian  has  accumulated  a 
surplus  of  $4,837,000 — largely  invested  in  Government  of  Canada  bonds — in  his  Office 
Administration  Account.  We  have  suggested  to  the  Deputy  Minister  of  Finance  that  con- 
sideration be  given  to  transferring  the  surplus  cash  resources  to  the  Consolidated  Revenue 
Fund,  with  the  Custodian's  administrative  expenses  being  provided  for  in  future  by  parlia- 
mentary appropriations.  The  Deputy  Minister  has  informed  us  that  he  agrees  with  the 
suggestion  and  that,  as  an  interim  measure,  parliamentary  authority  will  be  sought  for  the 
transfer  of  a  substantial  portion  of  the  surplus. 

Consideration  was  also  invited  to  whether  the  other  cash  resources  might  be  managed 
more  effectively  if  they  were  held  in  an  open  account  in  the  Consolidated  Revenue  Fund. 
In  this  regard  we  were  informed  that  the  suggestion  touched  on  policy  in  which  the 
Custodian  is  governed  by  the  advice  of  the  Treasury  Board  following  consultation  with 
the  Department  of  Finance. 

The  following  is  a  summary  of  the  income  and  expense  of  the  Custodian  for  the  year 
together  with  comparable  figures  for  the  preceding  year: 

Year  ended  December  31 
1965  1964 

Income — 

Fees  on  assets  released  from  administration   $     9,000  $    10,000 

Interest  on  investments    195,000  206,000 

Interest    on   bank   deposits    7,000  9,000 


211,000  225.000 

Expense — 

Salaries    60,000  81,000 

Ex   gratia   payment    —  5,000 

Other    14,000  12,000 

74,000  98,000 

Surplus    $  137,000  $  127,000 


The  income  from  fees  on  assets  released  from  administration  did  not  increase 
proportionately  with  the  value  of  assets  released  during  the  year,  due  to  a  comparatively 
large  settlement  having  been  made  without  fee.  Although  a  fee  was  not  charged,  under 
the  settlement  agreement  with  two  claimants  the  Custodian  retained  a  substantial  portion 
of  the  liquidation  proceeds  which  provided  the  major  portion  of  the  transfer  mentioned 
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above  for  the  War  Claims  Fund.  The  reduction  in  interest  on  bank  deposits  and  invest- 
ments resulted  mainly  from  the  outflow  of  cash  and  Government  of  Canada  bonds  from 
among  the  vested  assets  as  releases  of  assets  from  administration  were  effected.  The  de- 
crease in  salary  costs  resulted  mainly  from  staff  reductions  and  a  revision  in  the  salary 
paid  to  the  Assistant  Deputy  Custodian  who,  with  effect  from  February  12,  1965,  also 
holds  the  position  of  Registrar  of  Trade  Marks. 

233.  Economic  Council  of  Canada.  The  Council,  established  by  the  Economic  Coun- 
cil of  Canada  Act,  1963,  all,  to  advise  how  Canada  can  achieve  the  highest  possible 
levels  of  employment  and  efficient  production,  comprises  a  chairman,  two  directors  and 
twenty-five  other  members  broadly  representative  of  different  sectors  and  groups  in  the 
Canadian  economy. 

Pursuant  to  section  20  of  the  Act,  we  have  examined  the  accounts  and  financial  trans- 
actions of  the  Council  and  have  reported  thereon,  under  date  of  June  24,  1966,  to  the 
Council  and  to  the  Prime  Minister. 

The  following  is  a  summary  of  the  expense  of  the  Council  for  the  year  ended  March 
31,  1966,  together  with  comparable  figures  for  the  previous  year: 

Year  ended  March  31 

1966  1965 

Salaries    $     863,000  $     643,000 

Professional  and  special  services  109,000  68,000 

Rent     73,000  63,000 

Travel    62,000  66,000 

Contributions   to    Public    Service    Superannuation    Account    and    em- 
ployee benefits    51,000  41,000 

Stationery,  supplies,  telephone    53,000  36,000 

Other    43,000  30,000 

$  1,254,000        $     947,000 


The  expense  for  1966  includes  $85,000  for  a  special  study  on  the  relationship  of  prices, 
costs  and  incomes  to  sustained  economic  growth. 

The  expense  was  met  to  the  extent  of  $1,116,000  by  Secretary  of  State  Vote  40  and 
major  services  were  provided  without  charge  by  government  departments  at  an  esti- 
mated cost  of  $138,000. 

234.  Exchange  Fund  Account.  This  Account,  which  was  originally  established  by  the 
Exchange  Fund  Act,  1935,  c.60,  "to  aid  in  the  control  and  protection  of  the  external 
value  of  the  Canadian  monetary  unit",  and  continued  by  the  Foreign  Exchange  Control 
Act,  1946,  c.53,  now  operates  under  Part  III  of  the  Currency,  Mint  and  Exchange  Fund 
Act,  R.S.,  c.315.  Funds  to  operate  the  Exchange  Fund  Account  are  obtained,  interest 
free,  from  the  Consolidated  Revenue  Fund  under  such  terms  and  conditions  as  the 
Governor  in  Council  may  prescribe. 

Pursuant  to  section  27  of  the  Currency,  Mint  and  Exchange  Fund  Act  we  have 
audited  the  Exchange  Fund  Account  and  the  transactions  in  connection  therewith  for  the 
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year  ended  December  31,  1965,  and  have  addressed  a  report  thereon  to  the  Minister  of 
Finance.  This  section  also  requires  a  certificate  to  be  given  annually  to  Parliament  and  I 
now  certify  that,  in  my  opinion,  the  transactions  in  connection  with  the  Account  have 

been  in  accordance  with  the  provisions  of  the  Act  and  the  records  of  the  Account  show 
truly  and  clearly  the  state  of  the  Account. 

The  following  is  a  summary  of  the  transactions  in  the  Account  for  the  past  two 
years : 

Year  ended  December  31 

1965  1964 

Balance  at  January   1    $    2,800,552,000  $   2,751,594,000 

Deduct: 
Paid  into  Consolidated  Revenue  Fund  in  respect  of  previous 

year's  earnings    63,552,000  62,594,000 

2,737,000,000  2,689,000,000 
Add: 

Advances    (net)    81,000,000  48,000,000 

Earnings  on  investments  (to  be  paid  into  the  Consolidated 

Revenue  Fund)    62,833,000  63,552,000 

Balance  at  December  31    $    2,880,833,000  $   2,800,552,000 

Represented  by — 

Canadian  dollars   S            852,000  $          1,241,000 

United  States  dollars  and  securities    1,614,799,000  1,705,869,000 

International   Monetary  Fund   note    54,188,000  16,236,000 

Gold     1,244,157,000  1,108,876,000 

Suspense    account    (25,000)  62,000 

2,913,971,000  2,832,284,000 

Surplus    33,138,000  31,732,000 

$   2,880,833,000  $   2,800,552,000 


The  United  States  dollar  holdings  were  valued  at  $1.08108  (par)  at  December  31, 
1965  and  as  a  result  the  surplus  was  $16,384,000  greater  than  if  the  closing  market  rate 
of  $1,075  had  been  used. 

In  our  1964  and  earlier  Reports  we  recommended  that  provision  be  made  for  trans- 
ferring annually  to  the  Consolidated  Revenue  Fund  the  realized  profits  or  losses  from 
trading  operations  and  revaluations  of  holdings  of  gold  and  foreign  currencies.  The  Public 
Accounts  Committee  made  the  following  recommendation  in  its  Sixth  Report  1964: 

The  Committee  is  glad  to  note  that  in  future,  commencing  with  this  year  (i.e.  1964-65) 
or  as  soon  as  the  necessary  parliamentary  authority  is  obtained,  the  annual  balance  of 
profit  or  loss  arising  from  trading  operations  and  investment,  including  interest  and  discount 
on  securities,  trading  profits  and  losses  on  purchases  and  sales  of  foreign  exchange,  gold  and 
securities,  and  the  net  valuation  adjustments  on  unmatched  purchases  and  sales  during  the 
year,  is  to  be  transferred  to  the  Consolidated  Revenue  Fund. 

The  Committee  approves  of  the  Minister's  proposal  that  the  surplus  of  $30.3  million 
at  December  31,  1963  be  left  in  the  fund  to  serve  as  a  reserve  against  any  future  revaluation 
losses. 
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The  Committee  understands  the  reluctance  of  the  Minister  to  decide  today  whether 
future  profits  or  losses  arising  from  changes  in  exchange  rates  should  be  transferred  to  the 
Consolidated  Revenue  Fund  at  each  year-end  because  of  the  possibility  of  these  causing 
serious  distortions  in  the  budgetary  accounts.  However,  the  Committee  also  noted  the  state- 
ment by  the  Auditor  General  that  the  present  surplus  would  be  much  larger  had  past 
exchange  losses  been  charged  to  expenditure  as  they  occurred,  and  that  a  drop  of  as  little  as 
two  cents  in  value  of  the  United  States  dollar  can  again  cause  the  Exchange  Fund  Account  to 
go  into  a  deficit  position.  It  therefore  recommends  that  in  the  event  the  holdings  of  the 
Account  drop  in  value  by  an  amount  sufficient  to  eliminate  the  above-mentioned  surplus  and 
create  a  deficit  in  the  Account,  the  Minister  of  Finance  of  the  day  give  immediate  considera- 
tion to  the  elimination  of  the  deficit  in  order  to  maintain  the  full  value  of  the  advances  made 
from  the  Consolidated  Revenue  Fund  to  the  Exchange  Fund  Account. 

Parliamentary  authority  to  transfer  to  the  Consolidated  Revenue  Fund  the  net 
profit  arising  from  trading  operations  and  investment,  as  described  in  the  Committee's 
Sixth  Report  1964  referred  to  above,  was  not  obtained  during  the  year  and  accordingly 
the  net  profit  on  these  transactions  in  1965  is  reflected  in  the  surplus  of  the  Account, 
which  increased  by  $1,406,000  from  $31,732,000  to  $33,138,000  at  December  31,  1965. 

Authority  for  the  transfer  to  the  Consolidated  Revenue  Fund  of  profit  from  trading 
operations  in  foreign  exchange,  gold  and  securities,  and  from  the  net  valuation  adjust- 
ments on  unmatched  purchases  or  sales  has  now  been  provided  (retroactively  for  the 
years  1964  and  1965)  by  Appropriation  Act  No.  9,  1966,  1966-67,  c.55,  assented  to  on 
November  30,  1966,  which  includes: 

Vote  23a — To  authorize,  notwithstanding  the  Currency,  Mint  and  Exchange  Fund  Act, 
the  transfer  from  the  Exchange  Fund  Account  to  the  Consolidated  Revenue  Fund  of  the 
profit  for  the  calendar  year  1964  and  each  subsequent  calendar  year  from  trading  operations 
in  foreign  exchange,  gold  and  securities,  and  from  the  net  valuation  adjustments  on  un- 
matched purchases  or  sales  during  each  such  year — $1. 

235.  Municipal  Development  and  Loan  Board.  This  Board  was  established  by  the 
Municipal  Development  and  Loan  Act,  1963,  c.13.  The  purpose  of  the  Act  was  to  pro- 
mote increased  employment  in  Canada  through  financial  assistance  by  way  of  loans  to 
an  aggregate  of  $400  million  to  municipalities  to  augment  or  accelerate  municipal  capital 
works  programs.  At  March  31,  1966,  which  was  the  termination  date  for  applications  for 
loans,  a  total  of  $399,251,000  had  been  approved  with  respect  to  2,469  loans.  This  left  a 
net  amount  of  $749,000  to  cover  increases  in  existing  loans  required  to  meet  final  costs 
on  specific  projects. 

Pursuant  to  section  19  of  the  Act,  we  have  audited  the  accounts  of  the  Board  and 
have  reported  thereon  to  the  Board  and  to  the  Minister  of  Finance. 

The  Act  required  the  Board  to  forgive  payment  of  25%  of  the  principal  amount  of  the 
loan  where  the  municipal  project  was  completed  to  the  satisfaction  of  the  Board  on  or 
before  March  31,  1966,  and  25%  of  the  portion  of  the  loan  advanced  at  that  date  if  the 
project  was  not  completed.  Department  of  Finance  Vote  50b,  Appropriation  Act  No.  2, 
1966,  1966-67,  c.3,  and  Department  of  Finance  Vote  50e,  Appropriation  Act  No.  4,  1966, 
1966-67,  c.  6,  extended  the  period  of  forgiveness  by  authorizing  the  Board,  in  the  current 
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and  subsequent  fiscal  years,  (1)  to  forgive  payment  of  25%  of  the  principal  amount  of 
the  loan  where  the  municipal  project  is  completed  to  the  satisfaction  of  the  Board  prior 
to  September  30,  1966;  and  (2)  where  the  municipal  project  is  not  completed  on  or 
before  September  30,  1966,  to  forgive  payment  of  25%  of  that  portion  of  the  principal 
amount  of  the  loan  that  is  made  with  respect  to  the  cost,  as  determined  by  the  Board, 
incurred  on  the  project  prior  to  September  30,  1966. 

Loan  applications  by  municipalities  required  provincial  approval.  Four  provinces, 
Quebec,  Ontario,  Manitoba  and  Saskatchewan,  entered  into  agreements  with  the  Board 
as  provided  in  the  Act,  for  provincial  administration  of  programs.  In  these  cases  loans 
were  made  by  the  Board  to  the  provinces  to  enable  them  to  make  loans  to  municipalities 
in  respect  of  municipal  projects  under  the  same  terms  and  conditions  as  applied  in  the 
case  of  loans  made  by  the  Board  directly  to  municipalities. 

Expenses  for  the  year  amounted  to  $162,000,  provided  for  by  Department  of  Finance 
Vote  45,  compared  with  $145,000  for  the  previous  year. 

Of  the  loans  approved  by  the  Board  as  at  March  31,  1966,  $145,583,000  had  been 
disbursed,  of  which  $29,763,000,  being  25%  of  the  loans  against  718  completed  projects, 
had  been  forgiven  pursuant  to  section  11  of  the  Act.  Outstanding  loan  commitments  at 
March  31.  1966  amounted  to  $253,668,000. 

Section  12  of  the  Municipal  Development  and  Loan  Act  provided  that  the  Governor 
in  Council,  on  the  recommendation  of  the  Minister  of  Finance,  could  from  time  to  time 
prescribe  the  rate  of  interest  to  apply  in  respect  of  loans  under  the  Act.  Such  interest  is 
payable  directly  to  the  Department  of  Finance.  Section  9(2)  stipulated  that  it  should  be 
a  condition  of  any  loan  to  a  municipality  in  respect  of  a  municipal  project  that  the 
debentures  to  be  issued  to  the  Board  by  the  municipality  in  respect  of  the  municipal 
project  would  bear  interest  at  the  rate  applying  pursuant  to  section  12  on  the  date  the 
loan  was  approved  by  the  Board. 

Although  an  interest  rate  of  5|%  was  prescribed  by  Order  in  Council  P.C.  1965-1157 
dated  June  23,  1965  for  the  period  July  1  to  September  30,  1965,  40  loans  totalling 
$3,501,000  were  approved  during  July,  1965  with  an  interest  rate  of  5^%  (the  rate  in 
effect  prior  to  July  1).  This  was  in  accordance  with  a  decision  of  the  Board  on  Decem- 
ber 18,  1963  in  respect  of  loans  in  process  when  the  interest  rate  changed.  With  reference 
to  the  four  provinces  with  agreements  for  provincial  administration,  it  was  decided  that 
the  Board  would  accept  loan  applications  up  to  several  days  after  the  interest  rate  changed, 
provided  the  province's  commitment  to  the  municipality  had  been  made  in  the  previous 
quarter.  With  reference  to  loan  applications  from  the  six  provinces  without  agreements, 
it  was  decided  that  the  interest  rate  would  be  the  rate  in  effect  at  the  time  an  acceptable 
application  was  received  by  the  Board. 

236.  National  Gallery  of  Canada.  The  Gallery  was  incorporated  under  the  National 
Gallery  Act,  R.S.,  c.186.  Its  objects  and  powers  comprise  the  development,  maintenance, 
care  and  management  of  the  National  Gallery,  the  acquisition  of  works  of  art  and  gen- 
erally the  promotion  of  the  public  interest  in  art  in  Canada. 
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Pursuant  to  section  9  of  the  National  Gallery  Act,  the  accounts  for  the  year  were 
examined  and  a  report  was  addressed  to  the  Secretary  of  State. 

The  following  is  a  comparative  summary  of  expenditure  for  the  past  two  years: 

Year  ended  March  31 

1966  1965 

Administrative  and  general  services    $     584,000  $     598,000 

Development  and  care  of  collections   240,000  202,000 

Exhibition  and  extension  services    586,000  625,000 

Research    laboratory    88,000  62,000 

Grants    8,000  11,000 

1,506,000  1,498,000 

Works  of  art    832,000  192,000 

Equipment     83,000  38,000 

$  2,421,000        $  1,728,000 


The  operating  expenses  of  the  National  Gallery  are  met  largely  from  parliamentary 
appropriations,  with  the  remainder  paid  from  a  special  operating  account.  Funds  for  the 
acquisition  of  works  of  art  are  provided  through  the  National  Gallery  Purchase  Account 
to  which  are  credited  moneys  appropriated  by  Parliament  for  that  purpose.  Funds  from 
the  National  Gallery  Special  Operating  Account  are  also  used  to  acquire  works  of  art 
and  $93,000  was  expended  from  it  for  this  purpose  in  1965-66. 

As  stated  in  our  Reports  for  the  past  four  years,  parliamentary  control  may  be 
weakened  by  the  supplementing  of  specific  appropriations  by  expenditures  from  the 
National  Gallery  Special  Operating  Account,  and  by  crediting  to  the  Special  Operating 
Account  fees  from  exhibitions  and  lectures,  proceeds  from  the  sale  of  slides  and  photo- 
graphs, and  service  charges  when  the  costs  of  producing  this  revenue  are  mainly 
met  from  the  parliamentary  appropriation  for  operating  expenses. 

In  this  connection  it  was  noted  that  the  Treasury  Board  had  directed  in  the  case  of 
one  exhibition  financed  with  funds  appropriated  by  Parliament,  that  fees  received  from 
other  galleries  were  to  be  credited  to  revenue  instead  of  to  the  Special  Operating  Account 
as  is  required  by  section  8  of  the  Act.  The  fees  so  diverted  have  amounted  to  $25,000. 

The  Board's  decision  to  so  divert  these  fees  was  to  obviate  any  question  of  directly 
supplementing  the  Special  Operating  Account  with  revenues  earned  as  a  result  of  ex- 
penditures from  appropriations.  While  the  Board's  decision  in  this  case  was  in  accordance 
with  the  view  expressed  in  our  Reports,  it  must  be  recorded  that  in  the  absence  of  a  suit- 
able amendment  to  the  Act  the  action  was  contrary  to  the  requirements  of  that  Act. 

237.  Public  Printing  and  Stationery  stores.  Subsection  (2)  of  section  34  of  the  Public 
Printing  and  Stationery  Act,  R.S.,  c.  226,  provides  that: 

The  Auditor  General  shall,  annually  or  more  frequently  at  his  discretion,  cause  the 
stock  of  stationery,  printing  materials  and  supplies  in  store,  to  be  checked  with  the  quanti- 
ties purchased  and  supplied. 
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During  the  year,  as  in  prior  years,  such  tests  were  made  as  we  considered  necessary 
to  satisfy  ourselves  that  the  inventory  was  properly  taken.  In  addition,  we  participated 
in  the  inventory  checks  made  by  departmental  personnel.  A  report  on  the  examinations 
was  made  to  the  Minister  of  Industry. 

At  March  31,  1966  the  inventories  of  stationery,  printing  materials  and  supplies  had 
a  cost  value  of  $3,165,000.  A  comparison  with  those  at  the  end  of  the  preceding  year  is 
as  follows: 

March  31 
1966  1965 

Printing   materials  and   supplies — 

Paper   $     607,000        $     491,000 

Printing  supplies 315,000  277,000 

Maintenance    stores    164,000  158,000 

Printing  sub-stores— Main  Plant   90,000  124,000 

Miscellaneous    —  42,000 

1,176,000  1,092,000 

Work  in  process    1,112,000  858,000 

Stationery,   office   equipment   and   parts — 

Stationery   stores    751,000  804,000 

Typewriters  and  office  machine  parts   126,000  146,000 

877J000  950,000 

$  3,165,000        $  2,900,000 


238.  The  Queen  Elizabeth  II  Canadian  Fund  to  Aid  in  Research  on  the  Diseases  of 
Children.  The  Queen  Elizabeth  II  Canadian  Research  Fund  Act,  1959,  c.33,  established 
this  Fund  to  assist  individuals  or  organizations  to  undertake  or  carry  on  research  into  the 
diseases  of  children  and  the  causes,  prevention  and  treatment  of  such  diseases.  A  Board 
of  Trustees  consisting  of  a  chairman  and  six  members  is  responsible  for  the  management 
and  administration  of  the  Fund.  As  required  by  the  Act,  the  National  Research  Council 
provides,  without  charge,  such  secretarial  and  other  administrative  and  technical  services 
and  facilities  as  may  be  required  by  the  Board,  whose  headquarters  are  in  Ottawa.  A  report 
on  the  audit  of  the  Fund's  accounts  for  the  year  ended  March  31,  1966  was  made  to  the 
Board  and  to  the  Prime  Minister  as  required  by  the  Act. 

The  Act  provided  $1  million  for  the  Fund  and  also  permits  the  Board  to  accept  gifts 
for  its  purposes.  The  following  is  a  summary  of  the  Fund's  transactions  for  the  year  to- 
gether with  comparable  figures  for  the  preceding  year : 

Year  ended  March  31 
1966  1965 

Balance  at  April  1    $  1,060,000        $  1,076,000 

Earnings    on    investments    59,000  58,000 

1,119,000  1,134,000 

Awards  approved  during  year    73,000  78,000 

Less:  Cancellation  of  awards  approved  in  prior  year  11,000  4,000 

62,000  74,000 

Balance   at   March  31    $  1,057,000        $  1.060,000 


212  AUDITOR  GENERAL'S  REPORT 

Two  categories  of  awards  have  been  approved  by  the  Board  of  Trustees,  namely 
"Queen  Elizabeth  II  Fellowships"  and  "Queen  Elizabeth  II  Scientists".  Awards  in  the 
first  category  are  made  to  doctors  of  medicine  or  "other  suitable  fields  of  science"  to  enable 
them  to  obtain  advanced  training  and  experience  in  research  related  to  diseases  of 
children.  During  the  year  the  value  of  a  fellowship  was  increased  and  it  now  ranges  from 
$3,700  to  $7,000  per  annum,  plus  a  travel  grant  and  children's  allowance  where  ap- 
plicable. Two  new  and  two  renewal  fellowships  totalling  $25,600  were  awarded  during 
the  year. 

The  second  category  covers  the  salaries  of  scientists  appointed  to  carry  out  research 
at  universities  or  teaching  hospitals.  Regulations  approved  by  the  Board  of  Trustees  with 
regard  to  these  appointments  provide  for  payments  of  $10,000  per  annum  for  the  first 
three  years  and  $5,000  per  annum  for  the  next  following  three  years,  after  which  the 
institution  at  which  the  appointment  is  held  is  expected  to  maintain  the  salary  of  the 
appointee  at  an  appropriate  level  without  further  recourse  to  the  Fund.  One  such  ap- 
pointment was  made  during  the  year  and  provision  for  the  $45,000  which  it  is  expected 
will  be  ultimately  expended  was  made  in  the  Fund's  accounts.  The  Fund  continues  to 
support  four  appointees  of  prior  years  and  the  outstanding  liability  of  $60,000  in  this 
connection  was  included  in  the  total  provision  of  $133,000  for  awards  approved,  appearing 
in  the  balance  sheet  of  the  Fund  at  March  31,  1966. 

239.  Roosevelt  Campobello  International  Park  Commission.  The  Roosevelt  Campo- 
bello  International  Park  had  its  origin  in  the  donation  of  the  Roosevelt  cottage  and 
surrounding  grounds  on  Campobello  Island,  New  Brunswick,  to  Canada  and  the  United 
States  of  America  as  a  memorial  to  President  Franklin  Delano  Roosevelt.  Subsequent 
negotiations  between  the  two  countries  culminated  in  a  joint  agreement  of  acceptance 
signed  on  January  22,  1964  which  established  the  Commission.  This  was  followed  by  the 
enactment  in  each  country  of  the  required  legislation,  the  Roosevelt  Campobello  Inter- 
national Park  Commission  Act,  1964-65,  c.19,  being  assented  to  in  Canada  on  June  30, 
1964  and  proclaimed  on  August  14,  1964.  The  agreement  provides  for  all  costs  of  develop- 
ment and  maintenance  of  the  Park  to  be  recovered  in  equal  shares  from  the  Governments 
of  Canada  and  the  United  States  of  America.  The  Commission  consists  of  six  members, 
three  appointed  by  the  Government  of  Canada  and  three  by  the  Government  of  the 
United  States  of  America. 

The  fiscal  year-end  was  changed  to  December  31  by  a  resolution  of  the  Commission 
and  accordingly  our  examination  of  its  accounts  covered  the  nine-month  period  from 
April  1,  1965  to  December  31,  1965.  Our  report  on  the  examination  was  made  to  the 
Commission  under  date  of  March  14,  1966. 

Proprietary  equity  totalled  $463,000,  represented  by:  cash,  $245,000;  land  and  build- 
ing, $221,000;  other  assets,  $9,000;  less  accounts  payable  and  deferred  income,  $12,000. 

Expense  totalling  $57,000  comprised:  salaries  and  wages,  $41,000;  repairs  and  main- 
tenance, $5,000;  travel,  $4,000;  publications,  $2,000;  and  other,  $5,000.  Capital  expendi- 
tures were  for  property  improvements,  $21,000  and  equipment,  $6,000. 
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240.  Royal  Canadian  Mint  stocks.  The  Royal  Canadian  Mint  is  a  branch  of  the 
Department  of  Finance  and  its  revenue  and  expenditure  accordingly  form  part  of,  and 
are  examined  with,  departmental  revenue  and  expenditure.  However,  section  20  of  the 
Currency,  Mint  and  Exchange  Fund  Act,  R.S.,  c.315,  requires  that  "the  Auditor  General 
shall,  at  least  once  in  each  year,  inspect  the  store  of  bullion  and  coin  at  the  Mint".  We 
inspected  these  stores  as  at  March  31,  1966  and  reported  thereon  to  the  Deputy  Minister 
of  Finance.  The  stocks  of  bullion  and  metals  at  cost  and  coin  at  face  value  held  by 
the  Mint  at  that  date  amounted  to  $14,794,000  comprising:  gold,  $1,874,000;  silver, 
$10,385,000;  bronze,  $1,070,000;  nickel,  $1,454,000;  and  other  metals,  $11,000. 

241.  Unemployment  Insurance  Fund.  The  Unemployment  Insurance  Act,  1955,  c.50 
(superseding  1940,  c.44),  provides  for  insurance  against  unemployment  and  for  the  main- 
tenance of  a  national  employment  service.  To  March  31,  1965  the  Act  was  wholly  ad- 
ministered by  the  Unemployment  Insurance  Commission  consisting  of  three  commis- 
sioners appointed  by  the  Governor  in  Council.  With  effect  from  April  1,  1965,  the  powers, 
duties  and  functions  of  the  Commission  relating  to  the  National  Employment  Service  were 
transferred  to  the  Department  of  Labour  under  authority  delegated  to  the  Governor  in 
Council  by  Department  of  Labour  Vote  7a,  Appropriation  Act  No.  10,  1964,  1964-65, 
c.34.  Effective  January  1,  1966,  under  authority  delegated  to  the  Governor  in  Council  by 
the  Public  Service  Rearrangement  and  Transfer  of  Duties  Act,  R.S.,  c.227,  the  control 
or  supervision  of  the  National  Employment  Service  was  transferred  from  the  Minister  of 
Labour  to  the  Minister  of  Citizenship  and  Immigration. 

During  the  year  the  Unemployment  Insurance  Commission  was  assigned  responsi- 
bility for  administration  of  the  Transitional  Assistance  Plan  under  which  workers  in  auto- 
motive manufacturing  and  parts  industries  who  become  unemployed  as  the  result  of  the 
operation  of  the  Canada-United  States  Agreement  on  Automotive  Products  may  be  given 
financial  assistance  in  addition  to  that  provided  by  unemployment  insurance  during  the 
period  required  to  adjust  to  new  employment  conditions. 

The  Act  established  the  Unemployment  Insurance  Fund  as  a  special  account  in  the 
Consolidated  Revenue  Fund  to  which  all  contributions  from  insured  employees  and  their 
employers  and  Federal  Government  contributions  equivalent  to  one-fifth  of  the  total 
employee-employer  contributions,  together  with  interest  on  investments,  are  credited, 
and  to  which  benefits  and  other  payments  under  the  Act  are  charged. 

Financial  statements  showing  the  state  of  the  Fund  at  the  end  of  the  fiscal  year  and 
the  operations  of  the  Fund  during  the  year  are  prepared  annually  by  the  Commission. 
In  our  1960  and  subsequent  Reports  attention  was  drawn  to  the  fact  that  the  Act  does 
not  require  that  these  financial  statements  be  audited.  The  Public  Accounts  Committee 
made  reference  to  this  in  its  Fifth  Report  1961,  Fourth  Report  1963  and  Fourth  Report 
1964  (see  Appendix  1,  item  9)  recommending  that  these  statements  be  required  by  statute 
to  be  prepared  by  the  Commission  and  reported  upon  by  the  Auditor  General.  Although 
the  Act  has  not  yet  been  amended,  the  Commission  has  submitted  its  financial  statements 
for  the  past  five  years  to  the  Audit  Office  for  examination,  and  the  statements  for  the 
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year  ended  March  31,  1966,  together  with  our  report  thereon  to  the  Minister  of  Labour, 
are  reproduced  in  the  Public  Accounts,  Volume  II,  pages  44.6  to  44.9. 

The  following  is  a  comparative  summary  of  the  Fund's  transactions  for  the  past  three 
years,  together  with  the  year-end  balance  at  the  credit  of  the  Fund : 

1965-66                 1964-65  1963-64 

Receipts- 
Contributions  from  employers  and  employees  .$  328,318,000        $  310,751,000  $  296,586,000 
Contributions  from  Government  of  Canada  ...       65,664,000             62,150,000  59,317,000 
Other  income    4,817,000               1,914,000  1,172,000 

398,799,000            374,815,000  357,075,000 

Disbursements — 

Benefit   payments    297,813,000            335,030,000  365,655,000 

Interest  on  advances   —                           163,000  238,000 

297,813,000           335,193,000  365,893,000 

Excess  of  receipts  over  disbursements   $100,986,000        $    39,622,000  $     (8,818,000) 

Balance  at  credit  of  the  Fund   $  141,483,000        $    40,497,000  $         875,000 


The  annual  disbursements  shown  above  do  not  include  the  administrative  expenses 
of  the  Commission  which  are  charged  to  Unemployment  Insurance  Commission  Vote  1 
in  accordance  with  section  10  of  the  Act.  These  expenses  amounted  to  $32,374,000  in 
1965-66  compared  with  $54,254,000  for  the  preceding  year.  This  latter  figure,  how- 
ever, includes  administrative  expenses  of  the  National  Employment  Service  estimated  at 
$21,612,000,  so  that  the  comparable  figure  attributable  to  unemployment  insurance 
activities  for  1964-65  is  $32,642,000.  Other  administrative  expenses  which  are  not  in- 
cluded are  the  value  of  accommodation  for  the  Commission's  offices  throughout  Canada, 
contributions  to  the  Public  Service  Superannuation  Account,  accounting  services  provided 
by  the  Comptroller  of  the  Treasury  and  other  services  provided  by  government  depart- 
ments, all  of  which  were  estimated  at  $6,614,000  ($6,421,000  for  1964-65  excluding 
National  Employment  Service  expenses) . 

Despite  higher  salary  and  wage  rates  in  1965-66,  total  administrative  expenses  were 
slightly  lower  than  those  of  the  preceding  year.  This  was  due  mainly  to  expenses  as- 
sociated with  a  program  of  registering  employees  insured  under  the  Unemployment  In- 
surance Act  being  some  $1,500,000  lower  than  those  incurred  in  the  previous  year  and  to 
the  fact  that  47  local,  branch  or  zone  offices  were  closed  during  the  year.  The  program 
of  converting  old  insurance  registration  numbers  to  new,  begun  in  1963-64,  was  virtually 
completed  in  1964-65  and  costs  of  $955,000  incurred  on  the  registration  program  in 
1965-66,  which  was  continued  primarily  for  the  purpose  of  registering  applicants  under 
the  Canada  Pension  Plan,  were  recovered  from  the  Plan.  Also  recovered  from  the  Canada 
Pension  Plan  were  a  percentage  of  the  operating  costs  of  the  central  index  section  and  an 
administration  overhead  charge.  These,  subject  to  adjustment  in  the  following  year, 
totalled  $405,000. 
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Reference  was  made  in  last  year's  Report  (paragraph  72)  to  the  installation  of 
electronic  data  processing  equipment  in  a  centralized  claims  payment  centre  in  Winnipeg 
to  handle  payment  of  unemployment  insurance  benefits  for  the  Prairie  Region  and  to 
its  abandonment,  in  June  1965,  due  to  unsatisfactory  performance.  Further  studies  have 
since  been  carried  out  in  Ottawa  with  the  aim  of  developing  a  computer-oriented  claims 
pay  system  which  could  eventually  be  operational  in  each  of  the  Commission's  five 
regional  offices  and  possibly,  at  a  later  date,  on  a  national  rather  than  a  regional  basis,  and 
studies  are  continuing  along  this  line. 

In  1965-66  receipts  of  the  Unemployment  Insurance  Fund  exceeded  disbursements, 
the  surplus  amounting  to  $100,986,000  compared  with  a  surplus  of  $39,622,000  in  1964-65 
and  a  deficit  of  $8,818,000  in  1963-64.  This  substantial  improvement,  which  is  a  continua- 
tion of  an  upward  trend  which  commenced  in  1961-62,  is  attributable  to  fewer  benefit 
payments  and  claimants  having  shorter  periods  on  claim  in  each  year.  Comparisons 
follow : 

1965-66  1964-65  1963-64 
Average  monthly  percentage  of  the  insured  population 

drawing   benefit    5.5%  6.3%  7.2% 

Number  of  initial  benefit   claims  allowed    1,036,102  1,135,931  1,197,421 

Average   number   of   benefit  weeks  paid    12.6  13.0  13.1 

Average  weekly  benefit  rate  paid $24.55  $24.55  $24.49 

All  security  transactions  of  the  Fund  in  the  year  were  in  a  special  Government  of 
Canada  issue  which  is  redeemable  at  par  subject  to  30  days  notice,  and  thus  no  gains 
or  losses  on  sales  were  incurred. 

In  keeping  with  past  practice,  we  reported  to  the  Chief  Commissioner  on  each  of  the 
examinations  of  field  offices  made  during  the  year.  Prompt  attention  was  given  to  all  audit 
observations  raised  and  corrective  action  was  taken  where  required.  Our  examinations  are 
designed  primarily  to  test  the  adequacy  of  internal  control  over  contributions,  other  in- 
come, benefit  payments  and  the  collection  of  overdue  contributions,  penalties  and  benefit 
overpayments.  The  extent  to  which  adjudication  of  claims  complies  with  the  provisions 
of  the  Act  and  regulations  is  also  tested.  In  appraising  the  validity  of  benefit  awards,  no 
attempt  is  made  by  the  Audit  Office  to  verify  the  accuracy  or  completeness  of  information 
regarding  claimants  contained  in  the  records  of  the  Commission,  beyond  questioning 
apparent  deficiencies  in  these  records.  This  aspect  of  the  verification  of  claims  is  carried 
out  by  the  Commission's  own  investigation-enforcement  staff. 

No  attempt  is  made  by  this  Office  to  audit  the  accounts  of  employers  to  see  that 
employer-employee  contributions  are  fully  made  to  the  Unemployment  Insurance  Fund 
and  that  each  worker  is  credited  with  the  proper  contributions.  These  records  are  verified 
by  the  Commission's  internal  audit  division. 

242.  Yukon  Territorial  Government.  The  Yukon  Act,  1952-53,  c.53,  provides  for  the 
appointment  by  the  Governor  in  Council  of  a  chief  executive  officer  for  the  Territory  to  be 
known  as  the  Commissioner  and  for  the  election  of  a  Council  composed  of  seven  members. 
The  Commissioner  in  Council  is  empowered  by  the  Act  to  make  ordinances  for  the  gov- 
ernment of  the  Territory  in  those  fields  normally  within  provincial  jurisdiction. 
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The  accounts  and  financial  transactions  of  the  Territory  are  subject  to  examination 
by  the  Auditor  General  of  Canada  in  accordance  with  section  26  of  the  Act.  An  amend- 
ment to  the  Act  (1966-67,  c.  28)  provides  for  the  preparation  of  an  annual  report,  called 
the  Territorial  Accounts,  to  include  a  report  on  the  financial  transactions  of  the  year, 
certain  financial  statements  and  supporting  and  additional  information.  A  further  require- 
ment is  that  the  Auditor  General  report  annually  to  the  Council  the  result  of  his  examina- 
tion in  a  specified  manner  which  includes  certification  of  the  financial  statements. 
Accordingly,  my  report  to  the  Council  for  the  year  ended  March  31,  1966  was  made  in 
compliance  with  the  amended  legislation. 

The  following  is  a  summary  of  expenditure  and  revenue  of  the  Government  of  the 
Yukon  Territory  for  the  year  ended  March  31,  1966,  with  comparable  amounts  for  the 
preceding  year: 

Year  ended  March  31 

1966  1965 
Expenditure — 

Education     $  1,859,000        $  1,606,000 

Capital    projects    2,727,000  1,595,000 

Roads,  bridges  and  public  works   1,452,000  1,356,000 

Yukon  Hospital  Insurance  Services    651,000  668,000 

Welfare    486,000  445,000 

Justice    482,000  538,000 

Vocational  training  351,000  302,000 

Municipal  and  area  development   337,000  290,000 

Health    290,000  301,000 

Loan   interest    332,000  267,000 

Other    849,000  669,000 

9,816,000  8,037,000 
Revenue — 
Federal  grants: 

Operating    2,111,000  1,868,000 

Loan   amortization    518,000  434,000 

2,629,000  2,302,000 

Tax  revenue    906,000  969,000 

Liquor  profits   927,000  884,000 

Licence    revenue    291,000  286,000 

Other    366,000  316,000 

2^90,000  2455,000 
Expenditure  recoveries: 

Capital  projects   1,063,000  840,000 

Roads,  bridges  and  public  works   973,000  821,000 

Education    469,000  447,000 

Yukon   Hospital   Insurance   Services    403,000  439,000 

Other    587,000  530,000 

3495,000  3,077,000 


8,614,000  7,834,000 


Excess  of  expenditure  over  revenue  $  1,202,000        $     203,000 
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Loans  repayable  to  the  Federal  Government  at  the  close  of  the  year  amounted  to 
$8,540,000,  an  increase  of  $1,685,000  over  the  preceding  year's  total  of  $6,855,000. 

Under  the  Federal-Territorial  financial  agreement  for  the  five-year  period  ending 
March  31,  1967,  Canada  agreed  to  make  certain  annual  payments  to  the  Territory  in 
return  for  which  the  Territory  agreed  to  refrain  from  imposing,  levying  or  collecting 
individual  and  corporation  income  taxes  and  succession  duties.  One  of  the  payments  for 
which  the  agreement  provides  is  an  amortization  subsidy  in  respect  of  outstanding  loans. 
For  the  year  ended  March  31,  1966  an  amount  of  $518,000  was  involved,  of  which  $263,000 
related  to  interest  and  $255,000  was  for  the  purpose  of  reducing  the  principal  of  the  loans. 
A  result  of  this  particular  annual  payment  is  that  the  Federal  Government  provides  funds 
to  cover  the  payment  of  interest  to  itself  and  also  to  repay  amounts  previously  appropri- 
ated for  the  purpose  of  making  the  loans  to  the  Territory. 

***** 

I  wish  to  record  my  appreciation  to  all  members  of  the  staff  of  the  Audit  Office  for 
their  loyalty  and  devotion  to  duty  during  the  past  year. 

On  February  3,  1966  one  of  my  Directors,  Mr.  Stewart  E.  Chapman,  commenced  a 
well  earned  retirement  after  thirty-seven  years  service  in  the  Audit  Office.  Mr.  Chapman 
enjoyed  excellent  working  relationship  with  the  various  departments  and  was  held  in 
high  regard  by  all  members  of  our  staff. 

On  January  1,  1966  Mr.  George  Long  was  appointed  Assistant  Auditor  General 
after  serving  in  an  acting  capacity  following  secondment  of  Mr.  Ian  Stevenson,  Assistant 
Auditor  General,  to  the  North  Atlantic  Treaty  Organization  Board  of  Auditors  for 
Infrastructure  Accounts. 

A.  M.  HENDERSON 

Auditor  General  of  Canada. 

November  30,  1966. 
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APPENDIX  1 

RECOMMENDATIONS  AND  OBSERVATIONS  BY  THE 

STANDING  COMMITTEE  ON  PUBLIC  ACCOUNTS  NOT  YET 

IMPLEMENTED  OR  DEALT  WITH  BY  EXECUTIVE  ACTION 

Fourth  Report  1963 — presented  to  the  House  on  December  19,  1963 

1.  second  class  mail.  The  Committee  expressed  its  belief  that  early  consideration  should 
be  given  by  Parliament  to  ways  and  means  of  covering  the  loss  of  the  Post  Office 
Department  in  handling  second  class  mail  and  requested  the  Auditor  General  to  keep 
the  matter  before  Parliament  in  his  annual  Reports  in  order  that  subsequent  committees 
may  give  consideration  to  it. 

In  its  Fourth  Report  1966  the  Committee  stated  that  it  feels  that  there  is  something 
wrong  when  no  action  has  been  taken  with  respect  to,  and  apparently  very  little  con- 
sideration given  to,  its  recommendation  on  this  matter.  The  Committee  first  drew  the 
matter  to  the  attention  of  the  House  in  its  Third  Report  1958  and,  while  minor  changes 
have  been  made,  the  annual  loss  has  continued  to  increase  and  the  Committee  is  of  the 
opinion  that  sufficient  consideration  has  not  been  given  to  the  solution  of  this  problem. 
It  considers  it  essential  that  the  Post  Office  Department  or  Parliament  immediately 
find  ways  and  means  of  covering  the  loss  of  the  Post  Office  Department  in  handling 
second  class  mail  without  this  being  done  at  the  expense  of  other  classes  of  mail,  keeping 
in  mind,  however,  the  need  of  assistance  to  small  independently-owned  newspapers  cir- 
culating in  rural  areas.  See  paragraph  114  of  this  Report. 

2.  departmental  operating  activities.  The  Committee  reiterated  its  belief  that  it  would 
be  desirable,  in  order  that  Members  may  have  a  clear  understanding  of  the  true  financial 
results  of  departmental  trading  and  servicing  activities,  were  overall  financial  statements 
reflecting  these  activities  to  be  included  in  the  Public  Accounts,  provided  this  can  be 
done  without  undue  cost  or  staff  increases.  The  Committee  requested  the  Auditor 
General  to  continue  to  keep  the  development  of  this  objective  under  close  surveillance 
and  to  report  thereon  to  the  Committee  in  due  course.  See  paragraph  216  of  this  Report. 

3 .  internal  financial  control.  The  Committee  requested  the  Auditor  General  to  continue 
his  examinations  into  the  important  area  of  internal  financial  control  and  to  report 
further  to  the  House  on  steps  taken  or  which  should  be  taken  to  improve  financial 
management  in  the  various  departments,  Crown  corporations  and  other  instrumentalities. 

4.  unemployment  assistance.  The  Committee  shared  the  opinion  of  the  Deputy  Minister 
of  Welfare  and  the  Auditor  General  that  consideration  should  be  given  by  Parliament  to 
redrafting  the  Unemployment  Assistance  Act  so  as  to  state  more  clearly  the  objectives 
and  methods  of  achieving  them  and  to  remove  ambiguities  in  the  present  law  which 
have  resulted  in  varying  interpretations.  It  believed  that  consideration  should  also  be 
given  to  including  with  Unemployment  Assistance  other  existing  programs  to  assist  the 
needy  so  as  to  provide  better  co-ordination  of  federal-provincial  efforts  in  this  field. 
See  paragraph  97  of  this  Report. 

Fourth  Report  1964 — presented  to  the  House  on  July  28,  1964 

5 .  findings  of  the  royal  commission  on  government  organization.  The  Auditor  General 
referred  to  the  numerous  and  widespread  findings  made  public  in  1962  and  1963  by 
this  Royal   Commission   as   a   result   of   its   examination   into   the   organization    and 


AUDITOR  GENERAL'S  REPORT  221 

methods  of  operation  of  departments  and  agencies  of  the  Government.  He  reminded  the 
Committee  that  where  administrative  action  has  caused  or  contributed  to  waste  of 
public  money,  it  is  his  duty  to  report  such  cases  as  he  considers  should  be  brought  to 
the  notice  of  the  House.  He  pointed  out  that  while  some  instances  come  to  his  attention 
directly  during  the  course  of  his  audit  work,  others  are  indirectly  brought  to  light  by 
action  on  the  part  of  the  administration  itself  in  the  course  of  examining  its  own  opera- 
tions, as  for  example,  through  the  medium  of  internal  auditing. 

By  the  same  token,  he  considers  it  to  be  his  duty  to  study  reports  prepared  by  or 
for  the  managements  of  departments  and  agencies,  as  are  by  law  available  to  him, 
directed  toward  the  saving  of  public  money  by  the  elimination  of  wasteful  practices  and 
unnecessary  or  uneconomical  operations.  To  the  extent  such  reports  correctly  indicate 
where  and  how  savings  could  be  made,  the  Auditor  General  considers  he  has  a 
responsibility  to  Parliament  to  follow  through  in  all  such  cases  and  ascertain  what 
action  has  been  or  will  be  taken  toward  achieving  such  savings,  or  if  no  action  is  to  be 
taken,  to  inquire  why.  On  the  other  hand,  he  does  not  conceive  it  to  be  his  responsibility 
to  assess  the  practicability  of  any  specific  recommendations  made  because,  in  his  view, 
the  decision  with  respect  to  the  extent  to  which,  or  the  ways  in  which,  such  recommenda- 
tions can  and  will  be  implemented  must  always  be  the  sole  responsibility  of  management. 

With  regard  to  the  findings  of  the  Royal  Commission  on  Government  Organiza- 
tion, the  Auditor  General  believes  it  to  be  of  considerable  importance  that  those  relating 
to  outdated  procedures,  uneconomical  operations  and  wasteful  practices  be  effectively 
dealt  with,  not  only  in  the  interests  of  improving  efficiency  but  because  of  the  sub- 
stantial savings  of  public  funds  which  could  result.  It  is  the  opinion  of  the  Committee 
that  not  only  does  this  lie  within  the  statutory  responsibilities  of  the  Auditor  General 
but  that  the  Auditor  General's  concept  of  his  responsibilities  in  this  matter  is  in  accord 
with  the  intent  and  wishes  of  Parliament.  See  paragraph  7  of  this  Report. 

the  form  and  content  of  the  estimates.  In  its  Third  Report  1963  tabled  in  the  House 
on  December  19,  1963  the  Committee  made  four  recommendations  of  which  the  follow- 
ing two  have  not  yet  been  implemented: 

(a)  inclusion  of  supporting  financial  information  of  Crown  corporations  and  other  public  instrumen- 
talities in  the  Details  of  Services  for  the  purpose  of  providing  better  information  to  the  Members 
and  to  the  public  with  respect  to  the  nature  of  the  fiscal  requirements  of  the  Crown  corporations 
and  other  agencies  requiring  financing  by  parliamentary  appropriations;  and 

(6)  inclusion  of  brief  notes  in  the  Estimates  explaining  proposed  major  increases  in  the  size  of  staff 
establishments  of  all  government  departments  and  the  Crown  corporations  and  other  public 
instrumentalities  referred  to  under  clause  (a)  above. 

The  Secretary  of  the  Treasury  Board  explained  to  the  Committee  that  he  had  not 
yet  been  able  to  discuss  with  any  of  the  Crown  corporations  or  public  instrumentalities 
the  practicability  of  including  supporting  financial  information  in  the  Estimates  with 
respect  to  their  operations.  He  undertook  to  do  so  and  to  advise  the  Auditor  General 
for  the  information  of  the  Committee. 

The  members  of  the  Committee  were  glad  to  learn  from  the  Secretary  of  the 
Treasury  Board  that  he  supported  the  recommendations  made  under  this  heading  by 
the  Auditor  General  in  his  Reports  to  the  House.  The  Committee  believes  that  there 
is  room  for  improvement  in  the  Estimates  presentation  designed  to  provide  more 
informative  description  and  more  complete  disclosure  of  pertinent  supporting  detail — 
information  which,  in  the  opinion  of  the  Committee,  is  essential  if  Parliament  is  to  be 
in  a  position  to  give  the  Estimates  the  close  study  and  consideration  they  deserve. 
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7.  living  allowances  to  federally-appointed  judges.  In  its  Fourth  Report  1963  the 
Committee  had  noted  that  in  cases  where  judges  were  appointed  from  time  to  time  as 
conciliators  or  arbitrators  on  boards,  they  were  paid  living  allowances  of  $60  a  day  in 
addition  to  actual  out-of-pocket  expenses  for  transportation,  parlour  and  pullman  car 
accommodation  and  taxicabs.  The  Committee  was  of  the  opinion  that  a  daily  rate  at 
this  level  could  be  regarded  as  including  an  element  of  remuneration  which  would  be 
contrary  to  subsection  (1)  of  section  39  of  the  Judges  Act.  It  had  therefore  recommended 
that  if  additional  remuneration  was  to  be  paid  to  judges  appointed  for  the  purposes 
described  above,  the  approval  of  Parliament  for  payment  of  such  additional  remunera- 
tion should  be  sought. 

The  Committee  recorded  that,  despite  this  recommendation,  a  case  had  since 
been  noted  where  a  rate  of  $100  a  day  was  approved  on  May  7,  1964  by  the  Treasury 
Board  and  the  Governor  in  Council  on  the  recommendation  of  the  Department  of 
Labour. 

The  Committee  reiterated  the  recommendation  made  in  its  Fourth  Report  1963 
that  if  additional  remuneration  was  to  be  paid  to  judges  appointed  as  conciliators  or 
arbitrators  on  boards  established  to  deal  with  disputes  affecting  employers  and  their 
employees,  the  approval  of  Parliament  for  payment  of  the  additional  remuneration 
should  be  sought.  See  paragraph  71  of  this  Report. 

8.  governor  general's  special  warrants.  The  Committee  recommended  that  a  study 
be  made  of  Governor  General's  special  warrants.  See  paragraph  48  of  this  Report. 

9.  unemployment  insurance  FUND  and  its  administration.  The  Committee  stated  its 
opinion  that  it  is  in  the  public  interest  that  the  Government's  consideration  of  the  report 
of  the  Committee  of  Inquiry  be  completed  as  soon  as  possible,  and  that  the  Government 
bring  forward  promptly  such  proposals  as  it  may  deem  necessary  to  deal  with  the 
problems  raised  by  the  report. 

The  Committee  also  reiterated  the  additional  recommendation  made  in  its  Fourth 
Report  1963  that  preparation  of  the  annual  financial  statements  for  the  Unemployment 
Insurance  Fund  should  be  made  a  statutory  responsibility  of  the  Unemployment  Insur- 
ance Commission  and  that  the  statements  should  be  reported  on  by  the  Auditor 
General.  See  paragraph  241  of  this  Report. 

10.  office  of  the  auditor  general.  In  the  opinion  of  the  Committee,  it  is  fundamental 
that  this  independent  auditing  office  be  strong,  capable,  efficient  and  equipped  to 
operate  in  accordance  with  the  high  standards  of  independence  and  objectivity  expected 
of  professional  accountants,  with  respect  to  the  legal  duties. 

In  its  Third  Report  1966  the  Committee  reiterated  its  opinion  that  as  an  officer 
of  Parliament  the  Auditor  General  should  have  the  right  to  recruit  the  professional  and 
senior  staff  he  needs  in  the  same  independent  manner  as  do  other  officers  of  Parliament 
and  added  that  the  Auditor  General's  establishment  should  continue  to  be  set  in  the 
same  manner  as  government  departments.  See  paragraph  8  of  this  Report. 

Fifth  Report  1964 — presented  to  the  House  on  August  5,  1964 
Canadian  Broadcasting  Corporation 

11.  REPORT     OF     THE     ROYAL     COMMISSION     ON    GOVERNMENT     ORGANIZATION.     The     Committee 

recommended  that  the  Secretary  of  State  table  an  official  memorandum  in  the  House 
presenting  the  views  of  the  Canadian  Broadcasting  Corporation  and  its  replies  to  each 
of  the  matters  dealt  with  by  this  Royal  Commission  in  its  Report  19  and  that  this  be 
done  before  the  estimates  of  the  Corporation  are  considered  by  the  House.  See  para- 
graph 192  of  this  Report. 
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Sixth  Report  1964 — presented  to  the  House  on  October  20,  1964 

12.  NATIONAL      DEFENCE      ADMINISTRATIVE      REGULATIONS      AND      PRACTICES.      The      Committee 

expressed  the  hope  that  the  changes  which  have  been  made  or  are  in  the  process  of  being 
made  in  the  Armed  Forces'  administrative  regulations  will  bring  about  the  desired 
results.  It  requested  the  Auditor  General  to  inform  the  House  of  any  case  where  the 
changes  appear  to  be  inadequate  or  where  abuse  and  waste  of  public  funds  develop. 
See  paragraphs  76  and  77  of  this  Report. 

13.  unauthorized  use  of  crown-owned  vehicles.  The  Committee  recommended  that  the 
regulations  be  amended  to  provide  for  uniform  penalties  of  sufficient  magnitude,  applic- 
able to  all  personnel,  to  act  as  a  real  deterrent  to  the  unauthorized  use  of  Crown- 
owned  vehicles. 

14.  financial  assistance  to  town  of  oromocto.  The  Committee  recommended  to  the 
Department  of  Finance  that  consideration  be  given  to  writing  off  to  expense  certain 
loans  made  to  the  Town. 

15.  assistance  to  provinces  by  the  armed  forces  in  civil  emergencies.  The  Committee 
noted  that  certain  provinces  had  not  settled  outstanding  accounts  with  the  Department 
of  National  Defence  relating  to  assistance  provided  by  the  Armed  Forces  in  civil 
emergencies  in  prior  years.  It  also  noted  that  as  the  Department  had  not  been  successful 
in  collecting  the  accounts,  they  had  been  referred  to  the  Executive  for  direction  but  such 
direction  had  not  as  yet  been  received.  The  Committee  directed  the  Auditor  General 
to  inform  it  of  the  final  outcome  of  these  matters. 

16.  pension  awards  effective  at  early  age.  The  Committee  noted  that  the  Department 
of  National  Defence  has  been  conducting  a  general  review  of  the  benefits  payable  under 
the  Canadian  Forces  Superannuation  Act  and  has  been  considering  the  advisability  of 
introducing  deferred  pensions  similar  to  those  provided  for  under  the  Public  Service 
Superannuation  Act  and  that  this  review  is  continuing.  The  Committee  requested  the 
Auditor  General  to  keep  it  informed  as  to  the  progress  being  made  in  the  introduction 
of  deferred  pension  benefits  for  servicemen  retiring  at  comparatively  early  ages. 

In  its  Sixth  Report  1966  the  Committee  noted  that  the  departmental  studies  were 
almost  complete  but  that  it  would  take  some  time  for  the  Department  to  examine 
them  and  arrive  at  conclusions.  The  Committee  requested  the  Auditor  General  to  keep 
Members  of  the  House  informed  of  the  progress  being  made.  See  paragraph  81  of  this 
Report. 

17 .  discretionary  awards  of  service  pensions.  The  Committee  noted  that  the  Department 
of  National  Defence  is  making  a  study  in  an  endeavour  to  achieve  a  system  under 
whicn  tne  entitlements  to  all  pensions  would  be  specific  which,  if  this  were  possible, 
would  eliminate  the  considerations  of  the  Pension  Board  which  is  now  responsible  for 
establishing  reasons  for  release.  The  Committee  requested  the  Auditor  General  to  advise 
it  in  due  course  of  any  action  taken  to  revise  the  present  system. 

In  its  Sixth  Report  1966  the  Committee,  while  noting  that  the  study  had  been 
stopped  pending  completion  of  integration  of  the  Armed  Forces,  again  expressed  the 
opinion  that  it  is  desirable  that  entitlement  to  all  pensions  be  specific  and  requested  the 
Auditor  General  to  continue  to  keep  the  Members  of  the  House  informed  of  the  progress 
being  made  by  the  Department  toward  revising  the  present  system. 

18.  errors  in  public  service  superannuation  account  pension  and  contribution 
calculations.  The  Committee  expressed  concern  that  this  matter  (first  drawn  to  the 
attention  of  the  Department  of  Finance  by  the  Auditor  General  in  1959),  which  it 
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regards  as  being  very  serious,  is  taking  so  long  to  be  corrected.  It  requested  the  Auditor 
General  to  keep  it  fully  informed. 

In  its  Seventh  Report  1966  the  Committee  noted  that  immediate  steps  were  being 
taken  to  include  in  the  internal  auditing  procedures  of  the  Superannuation  Branch  an 
examination  of  the  employee's  contributions  in  relation  to  his  salary  and  the  documents 
on  file.  It  requested  the  Auditor  General  to  continue  to  keep  it  fully  informed.  See 
paragraph  63  of  this  Report. 

19.  INTEREST    CHARGES    ON    LOANS    TO    THE    NATIONAL    CAPITAL    COMMISSION.    The    Committee 

recorded  how,  in  its  Fourth  Report  1963,  it  had  expressed  the  view  that  since  outlays  on 
properties  such  as  those  held  by  the  National  Capital  Commission  are  expenditures  of 
the  Crown  rather  than  income-producing  investments,  it  would  be  more  realistic  were 
Parliament  asked  to  appropriate  the  funds  in  the  years  in  which  properties,  which  are 
not  to  be  specifically  held  for  resale,  are  to  be  acquired,  instead  of  leaving  the  expenditure 
involved  in  the  repayment  of  loans  to  be  absorbed  in  future  years. 

After  hearing  further  evidence,  the  Committee  stated  it  continues  to  hold  the  view 
that  outlays  on  properties  such  as  these  are  expenditures  of  the  Crown  rather  than 
income-producing  investments,  and  that  Parliament  should  be  asked  to  appropriate 
the  funds  in  the  years  in  which  the  properties  are  to  be  acquired.  It  pointed  out  that  if 
this  were  done  it  would  eliminate  the  need  for  Parliament  to  appropriate  funds  to  the 
Commission  to  service  loans  made  under  the  present  practice.  The  Committee  repeated 
its  request  that  the  Department  of  Finance  review  the  existing  practice  with  the 
National  Capital  Commission  with  a  view  to  placing  the  financing  of  the  Commission 
on  a  more  realistic  basis. 

In  its  Seventh  Report  1966  the  Committee  repeated  its  views  on  this  matter  and 
stated  that  it  was  glad  to  note  the  undertaking  of  the  Department  of  Finance  to  review 
and  discuss  the  accounting  treatment  involved  with  the  Auditor  General.  See  also  item 
41  of  this  Appendix  and  paragraphs  172  and  207  of  this  Report. 

20.  accounts  receivable.  The  Committee  expressed  concern  that  weaknesses  exist  in  the 
internal  control  with  respect  to  accounts  receivable  and  suggested  that  the  Treasury 
Board  have  the  matter  studied  with  a  view  to  ensuring  that  amounts  due  to  the  Crown 
are  adequately  recorded,  that  an  accounts  receivable  control  system  is  instituted  and 
that  collection  procedures  are  tightened  up  and  firmly  enforced.  See  paragraph  178  of 
this  Report. 

21 .  indirect  compensation  to  chartered  banks.  The  Committee  recalled  that,  in  its 
Fourth  Report  1963,  it  had  advised  the  House  that  it  was  in  agreement  with  the  view 
of  the  Auditor  General  that  the  arrangement  existing  between  the  chartered  banks  and 
the  Government  of  Canada  does  constitute  indirect  compensation  to  the  chartered  banks 
and  that  this  may  be  construed  as  being  contrary  to  the  intent  of  section  93(1)  of  the 
Bank  Act. 

The  Committee  reiterated  its  belief  that,  if  the  banks  are  to  be  compensated  for 
services  provided  to  the  Crown,  consideration  should  be  given  to  the  most  equitable 
manner  in  which  this  may  be  done,  with  statutory  sanction  being  given  by  means  of 
an  appropriate  amendment  to  the  Bank  Act,  possibly  at  the  time  of  the  decennial 
revision  in  1965. 

In  its  Seventh  Report  1966  the  Committee  noted  that  notwithstanding  this  recom- 
mendation, Bill  C-222,  An  Act  respecting  Banks  and  Banking,  given  first  reading  on 
July  7,  1966,  includes  a  provision  under  subclause  (2)  of  clause  93  designed  to  permit 
the  continuation  of  the  practice  of  compensating  the  banks  indirectly   for  services 
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provided  to  the  Crown  by  keeping  non-interest-bearing  funds  (currently  an  aggregate 
of  $100  million)  on  deposit  with  them. 

In  the  opinion  of  the  Committee  the  proposed  amendment  does  not  meet  the  recom- 
mendation of  the  Committee  and  it  requested  the  Department  of  Finance  to  provide 
to  the  Committee  an  explanation  as  to  why  it  considers  that  an  amount  of  $100 
million  should  be  left  on  deposit  with  the  chartered  banks  free  of  interest,  and  why, 
if  it  considers  that  the  chartered  banks  should  be  compensated  for  the  service  provided 
by  them  to  the  Government,  it  has  not  recommended  that  subsection  (1)  of  section 
93  of  the  Bank  Act  be  amended  to  permit  this,  and  also  what  other  means  of  com- 
pensating the  banks  for  services  rendered  were  considered  and  the  reasons  why  they 
are  being  discarded.  See  paragraph  62  of  this  Report. 

22.  the  canada  council.  The  Committee  stated  that,  in  its  Fourth  Report  1963,  it  had 
noted  that  the  Council  proposed  to  accept  the  1956  census  as  a  basis  for  distribution  of 
the  profits  realized  and  interest  earned  on  the  University  Capital  Grants  Fund  and  also 
to  accept  the  "hotch-pot"  or  trust  fund  approach  to  this  distribution.  Because  of  doubts 
expressed  by  other  legal  counsel  and  the  Auditor  General  as  to  the  propriety  of  applying 
these  bases,  the  Committee  had  postponed  further  consideration  of  the  matter. 

The  Committee  was  informed  that  in  the  interim  the  Council  had  proceeded  to 
allocate  and  distribute  funds  resulting  from  profits  realized  and  interest  earned  on  the 
foregoing  bases.  The  Committee  regarded  the  approach  as  a  reasonable  one,  but  because 
of  the  conflicting  views  held  as  to  whether  the  action  taken  is  ultra  vires  of  sub- 
section (2)  (b)  of  section  17  of  the  Canada  Council  Act,  recommended  that  steps  be 
taken  to  seek  amending  legislation  to  provide  clear  authority  for  the  Council  to  use  the 
1956  census  and  the  "hotch-pot"  approach  in  the  distribution  of  interest  and  profits  in 
respect  of  the  University  Capital  Grants  Fund. 

In  its  Third  Report  1966  the  Committee  again  reiterated  its  recommendation  and 
requested  the  Canada  Council  to  formally  request  the  Government  to  give  consideration 
to  the  required  amending  legislation  with  the  object  of  having  it  considered  by  Parlia- 
ment prior  to  the  final  closing  out  of  the  University  Capital  Grants  Fund.  See  paragraph 
230  of  this  Report. 

Seventh  Report  1964— presented  to  the  House  on  December  7,  1964 
Surplus  Assets  Disposal 

23.  The  Committee  expressed  deep  concern  that  while  physical  inventory  quantities  are 
maintained  and  are  readily  available  in  respect  of  all  of  the  equipment  and  supply  items 
maintained  by  the  Department  of  National  Defence,  the  purchase  cost  of  the  materials, 
including  supplies  and  equipment  stores  at  supply  depots  and  at  repair  and  overhaul 
contractors'  establishments,  is  not  available.  In  accordance  with  sound  business  practice, 
it  would  be  reasonable  to  ascertain,  for  the  purposes  of  financial  management  control, 
the  value  of  the  inventory  and  what  it  costs  to  store  and  handle  such  an  inventory. 

While  the  Committee  expressed  its  satisfaction  with  the  supervisory  methods  exer- 
cised by  the  Department  of  National  Defence  over  its  physical  inventory  quantities, 
it  did  not  see  how  the  Department  can  perform  a  really  effective  job  of  inventory 
management  without  knowing  the  value  of  the  inventory  and  what  it  costs  to  carry  it. 
Furthermore,  the  lack  of  any  cost  or  carrying  values  has  rendered  it  difficult  for  the 
Committee  either  to  form  any  reasonable  estimate  of  the  value  of  the  supplies  on  hand 
or  to  determine  what  would  seem  to  be  a  reasonable  inventory  level  for  a  department 
the  size  of  the  Department  of  National  Defence  to  maintain  for  the  requirements  of  the 
three  Armed  Forces.  In  this  connection  it  should  be  borne  in  mind  that  appropriations 
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approved  for  the  Department  of  National  Defence  have  aggregated  an  average  of  $1,646 
million  annually,  of  which  $421  million  related  to  equipment,  materials  and  supplies, 
over  the  past  five  years  so  that  it  does  not  seem  unreasonable  for  the  Committee  to  ex- 
pect that  some  maximum  dollar  figure  of  values  should  be  established  to  govern  the  size 
of  the  inventory.  It  was  explained  to  the  Committee  by  the  officials  of  the  Department 
of  National  Defence  that  the  Department  has  been  studying  this  matter  for  some  time 
and  the  hope  is  entertained  that  it  will  be  possible  in  due  course  to  record  the  dollar  value 
of  this  stock  subject  to  the  extent  to  which  the  recommendations  of  the  Royal  Com- 
mission on  Government  Organization  are  implemented  in  the  years  ahead.  The  Com- 
mittee found  general  agreement  that  the  determination  of  this  would  contribute  materi- 
ally to  an  improvement  in  the  management  of  an  inventory  of  this  size. 

The  Committee  made  four  recommendations  of  which  the  following  has  not  yet  been 
implemented : 

that  every  effort  be  made  by  the  Executive  to  introduce  at  as  early  a  date  as  possible  an 
effective  accounting  change  in  the  operations  of  the  Department  of  National  Defence  where- 
by inventory  quantities  can  be  costed  on  acquisition  and  recorded  in  the  quarterly  or 
periodic  inventory  listings  made  bv  the  Department. 

Eighth  Report  1964 — presented  to  the  House  on  December  7,  1964 

24.  hospital  construction  grants.  The  Committee  stated  it  shared  the  opinion  of  the 
Deputy  Minister  of  National  Health  and  the  Auditor  General  that,  since  it  is  inherent  in 
the  Hospital  Construction  Program  that  commitments  be  entered  into  for  future  years 
as  well  as  the  current  year,  the  financing  of  the  program  be  placed  on  a  period-of-years 
basis  with  parliamentary  control  being  exercised  over  the  total  commitments  that  may 
be  entered  into. 

25.  awards  under  the  pension  act.  The  Committee  made  the  following  recommendations 
designed  to  clarify  the  Act  (see  paragraph  lift  of  this  Report) : 

(a)  that  the  extent  of  the  powers  delegated  to  the  Commission  under  section  25  of  the  Act,  "to 
grant  a  compassionate  pension,  allowance  or  supplementary  award  in  any  case  that  it  considers 
to  be  specially  meritorious"  where  the  applicant  is  otherwise  unqualified  to  receive  such  an  award, 
be  clarified  by  defining  the  term  "specially  meritorious"; 

(6)  that  the  ambiguity  under  the  Act  whereby  section  40  (2)  appears  to  contemplate  that  a  pension 
in  respect  of  death  of  a  member  of  the  forces  be  limited  to  a  single  class  of  recipient  whereas 
other  sections  of  the  Act  provide  that  payments  in  respect  of  a  death  may  be  made  concurrently 
to  a  widow  (section  37),  children  (section  26)  and  parents  (section  38),  be  eliminated; 

(c)  that  the  inconsistency  apparent  under  section  38  of  the  Pension  Act  where  pensions  awarded  to 
widowed  mothers  under  subsection  (3)  thereof,  which  requires  that  the  parent  must  be  incapac- 
itated by  mental  or  physical  infirmity  from  earning  a  livelihood,  are  by  reason  of  subsection 
(7)  being  continued  in  payment  even  though  the  widowed  mothers  have  subsequently  been 
able  to  undertake  full-time  employment,  be  removed; 

(d)  that  consideration  be  given  to  adding  a  section  to  the  Pension  Act  similar  to  section  18  of  the 
War  Veterans  Allowance  Act  to  deal  with  cases  where  it  appears  to  the  Commission  that  there 
had  been  a  deliberate  disposal  of  property  for  the  purpose  of  qualifying  for  a  dependent  parent 
award ; 

(e)  that,  having  regard  for  section  40  (1)  of  the  Pension  Act  which  provides  that  no  person  shall  be 
awarded  more  than  one  pension  in  respect  of  death,  the  Commission  reconsider  the  legality 
of  its  decision  to  permit  an  award  to  a  dependent  parent  of  a  second  pension  in  respect  of  the 
death  of  a  child  after  the  rights  to  a  pension  awarded  in  respect  of  the  death  of  another  child 
have  been  lost  under  the  terms  of  section  45  (2)  of  the  Act. 

26.  war  veterans  allowances.  The  Committee  made  the  following  recommendations  (see 
paragraph  141  of  this  Report) : 

(a)  the  Committee,  after  taking  note  of  the  increasing  number  of  overpayments  arising  mainly  from 
veterans  making  false  or  misleading  statements,  and  of  the  fact  that,  although  80  such  cases 
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had  been  referred  to  the  Board  by  the  Auditor  General  in  1962  and  1963,  in  none  of  these  had 
legal  action  been  instituted,  recommends  that  all  cases  of  deliberate  deception  which  come  to 
notice  be  vigorously  prosecuted; 

(b)  that  the  Act  should  be  amended  to  recognize  mortgages  receivable  and  agreements  for  sale  as 
either  personal  property  or  an  interest  in  real  property.  In  the  meantime,  where  it  appears  to 
the  Board  that  the  terms  of  a  mortgage  receivable  or  agreement  for  sale  are  unrealistic  in 
relation  to  the  life  expectancy  of  the  individual  and  the  going  market  rates,  the  Board  should 
deem  the  return  from  these  assets  to  be  at  a  reasonable  monthly  rate; 

(c)  that  in  cases  where  the  presence  of  a  child  is  the  reason  for  an  award  at  married  rates,  the 
income  of  the  child,  except  income  specifically  exempted  under  the  Act,  be  taken  into  account 
in  determining  the  amount  of  the  award. 

27.  amendments  to  the  customs  act  and  the  excise  tax  act.  The  Committee  made  four 
recommendations  of  which  the  following  two  have  not  yet  been  implemented  (see  para- 
graph 105  of  this  Report) : 

(a)  Sales  of  goods  unclaimed  at  Customs — 

that  the  practice  of  the  Department  in  waiving  all  or  part  of  whatever  storage  charges  are 
applicable  in  order  that  at  least  the  duties  may  be  recovered  be  given  statutory  sanction 
by  means  of  an  appropriate  amendment  to  section  23  of  the  Customs  Act. 

(b)  Determination  of  'sale  price'  for  sales  tax  purposes — 

that  an  amendment  be  made  to  the  Excise  Tax  Act  designed  to  give  statutory  sanction 
to  the  existing  scheme  of  valuation  followed  by  the  Department  of  National  Revenue  in 
authorizing  manufacturers  by  regulation  to  compute  the  sales  tax  on  less  than  the  actual 
sale  price. 

In  reiterating  these  recommendations  in  its  Fifth  Report  1966,  the  Committee 
stated  that  it  was  disturbed  that  no  attention  had  been  paid  to  them.  The  Committee 
then  made  one  additional  recommendation: 

(c)  Refund  of  duty  paid  on  goods  diverted  to  use  other  than  that  for  which  they  were  imported — 

that  an  amendment  be  made  to  the  Customs  Act  to  give  statutory  sanction  to  the  practice 
of  the  Department  of  granting  refunds  of  duty  in  cases  where  goods  were  entered  under 
an  item  of  the  tariff,  upon  payment  of  duty  at  the  rate  applicable  to  such  goods,  and 
subsequently  diverted  to  a  use  which  would  have  entitled  them  to  entry  under  a  different 
tariff  item  had  they  then  been  imported. 

28.  general  election  expenditure.  The  Committee  noted  the  practice  followed  over  the 
years  of  making  accountable  advances  to  election  officers  for  the  payment  of  office 
rental  and  various  other  expenses  incurred  in  connection  with  an  election.  It  noted  that 
the  Chief  Electoral  Officer  in  his  report  to  the  Speaker  of  the  House  of  Commons  on  the 
1962  general  election  had  recommended  that  the  Canada  Elections  Act  be  amended  to 
provide  for  the  payment  of  an  accountable  advance  to  an  election  officer,  limited  to  an 
amount  which  might  be  necessary  to  defray  such  office  and  other  incidental  expenses  as 
may  be  approved  under  the  tariff  of  fees,  costs,  allowances  and  expenses. 

The  Committee  recorded  its  support  of  this  recommendation  by  the  Chief  Electoral 
Officer  and  expressed  the  hope  that  the  amendment  will  be  considered  by  Parliament  at 
an  early  date.  See  paragraph  57  of  this  Report. 

29.  accounts  not  examined  by  the  auditor  general.  The  Committee  noted  that  although 
this  officer  of  Parliament  is  the  auditor  of  the  majority  of  the  Crown  corporations,  it  has 
not  been  the  practice  of  successive  governments  to  appoint  the  Auditor  General  the 
auditor  of  seven  of  the  Crown  corporations  and  other  public  instrumentalities  and  that 
therefore  their  accounts  have  not  been  examined  and  reported  upon  by  him  to  the  House. 
The  Committee  expressed  its  belief  that  it  would  be  in  the  best  interests  of  Parliament 
in  its  control  of  public  funds  were  the  Auditor  General  empowered  to  audit  the  accounts 
of  all  of  the  Crown  corporations,  agencies  and  public  instrumentalities  owned  or  con- 
trolled by  the  Crown,  wherever  they  may  be,  and  to  report  thereon  to  the  House. 
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The  Committee  therefore  recommended: 

(a)  that  the  Auditor  General  be  appointed  either  the  sole  auditor  or  a  joint  auditor  pursuant  to  sub- 
section (2)  of  section  77  of  the  Financial  Administration  Act,  of  each  Crown  corporation,  agency 
and  other  public  instrumentality  in  respect  of  which  other  auditors  have  been  or  may  be 
appointed ; 

(6)  that  in  cases  where  such  other  auditors  are  appointed,  they  function  as  joint  auditors  with  the 
Auditor  General,  and  that  such  appointments  be  made  by  the  Government. 

In  its  Third  Report  1966  the  Committee  repeated  this  recommendation.  See  para- 
graphs 8  and  188  of  this  Report. 

30 .  audit  of  the  office  of  the  auditob  general.  The  Committee  noted  that  pursuant  to  the 
provisions  of  section  75  of  the  Financial  Administration  Act,  an  officer  of  the  public 
service  nominated  by  the  Treasury  Board  examines  and  certifies  to  the  House  of  Com- 
mons in  accordance  with  the  outcome  of  his  examinations  the  receipts  and  disburse- 
ments of  the  Office  of  the  Auditor  General. 

The  Committee  recommended  that  this  section  of  the  Financial  Administration  Act 
be  amended  to  provide  that  the  receipts  and  disbursements  of  the  Office  of  the  Auditor 
General  be  examined  by  a  qualified  person  nominated  by  Parliament  through  its  Stand- 
ing Committee  on  Public  Accounts,  and  that  such  person  should  report  thereon  to  the 
House  of  Commons. 

In  its  Third  Report  1966  the  Committee  reiterated  this  recommendation.  See  para- 
graph 8  of  this  Report. 

Third  Report  1966 — presented  to  the  House  on  June  28,  1966 

31.  the  st.  lawrence  seaway  authority.  The  Committee  expressed  concern  regarding  the 
transaction  referred  to  in  paragraph  125  of  the  Auditor  General's  1965  Report  which 
involved  a  piece  of  property  expropriated  in  1955  with  the  expropriation  being  abandoned 
early  in  1956.  The  property  was  eventually  purchased  in  1964  at  a  substantially  higher 
price.  On  November  8,  1966  the  Committee  asked  a  subcommittee  to  inquire  into  this 
transaction  and  to  report  back  to  the  main  Committee.  See  paragraph  214  of  this  Report. 

32.  salary  of  the  auditor  general.  The  Committee  noted  that  whereas  the  salaries  paid 
to  the  senior  deputy  ministers  and  others  were  substantially  increased  with  effect  from 
December  1,  1965,  no  proposal  has  been  made  to  the  House  by  the  Government  to  adjust 
the  salary  of  the  Auditor  General  whose  salary  is  fixed  pursuant  to  section  65(2)  of  the 
Financial  Administration  Act. 

In  order  to  render  the  Auditor  General  independent  of  the  Executive  in  this  regard, 
the  Committee  recommended  that  section  65(2)  of  the  Financial  Administration  Act  be 
amended  to  provide  that  the  Auditor  General  shall  out  of  the  Consolidated  Revenue 
Fund  be  paid  a  salary  not  less  than  the  highest  amount  being  paid  to  a  senior  deputy 
minister  in  the  public  service  of  Canada.  See  paragraph  8  of  this  Report. 

33 .  separate  act  of  parliament.  The  Committee  is  of  the  opinion  that  all  of  the  character- 
istics, duties  and  functions  of  the  Office  of  the  Auditor  General  should  be  set  out  in  a 
separate  Act  of  Parliament  governing  this  Office  instead  of  being  a  part  of  the  Financial 
Administration  Act. 

The  Committee  requested  the  Auditor  General  to  consult  his  legal  advisers  and  to 
co-operate  with  them  in  drafting  such  an  Act  for  submission  to  the  Committee  and  to  the 
Government.  See  paragraph  8  of  this  Report. 
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34.  standing  committee  on  public  accounts.  The  Committee  has  studied  an  arrangement 
in  Australia  whereby  the  Public  Accounts  Committee  is  appointed  under  an  Act  of 
Parliament  instead  of  under  terms  of  reference  by  the  House  of  Commons  as  is  the  case 
in  Canada. 

The  Committee  believes  that  control  of  public  expenditure  of  the  size  and  com- 
plexity taking  place  in  Canada  today  requires  a  Committee  established  by  statute  and 
recommended  that  legislation  of  this  type  be  introduced  in  the  House. 

Fourth  Report  1966 — presented  to  the  House  on  October  17,  1966 

35 .  charges  for  post  office  lock  boxes  and  bag  service.  The  Committee  noted  that  certain 
Post  Office  patrons  with  a  heavy  volume  of  mail  had  lock  boxes  rented  although  these 
would  not  hold  all  the  mail  being  received  and  bag  service  was  being  provided  to  the 
patron  without  additional  charge.  Such  patrons  are  thus  being  provided  with  a  free 
service  which  is  not  available  to  other  patrons  and  in  some  instances  lock  boxes  are  tied 
up  which  could  be  used  by  other  patrons.  The  Committee  understands  that  the  Post 
Office  Department  has  been  trying  to  solve  this  problem  and  it  insists  that  the  Depart- 
ment expedite  its  efforts  in  this  connection  with  a  view  to  having  patrons  pay  equally 
for  services  rendered  to  them  and  wherever  possible  to  releasing  lock  boxes  which  are 
required  by  other  patrons. 

36.  post  office  savings  bank.  The  Committee  noted  that  the  Post  Office  Department  was 
currently  giving  consideration  to  changes  required  in  order  that  unclaimed  balances  in 
the  accounts  of  the  Post  Office  Savings  Bank  may  be  dealt  with  in  a  manner  similar  to 
that  in  which  unclaimed  balances  in  chartered  banks  are  handled.  The  Committee  con- 
curred in  this  action  and  insists  that  the  Department  bring  the  matter  to  a  conclusion 
as  soon  as  possible.  See  paragraph  116  of  this  Report. 

Fifth  Report  1966 — presented  to  the  House  on  October  19,  1966 

37.  possible  loss  of  revenue  when  goods  lose  tax-exempt  status.  The  Committee  noted 
the  manner  in  which  the  Customs  and  Excise  Division  of  the  Department  of  National 
Revenue  places  on  owners  and  importers  the  onus  for  reporting  any  duty  or  tax  which 
might  become  payable  on  non-tax  paid  equipment  or  goods.  The  Department  maintains 
no  control  on  such  goods  and  consequently  it  is  possible  for  equipment  or  goods  to  lose 
tax-exempt  status  without  this  coming  to  the  attention  of  the  Department,  in  which 
case  there  would  be  a  loss  of  revenue  to  the  Crown. 

The  Committee  urged  the  Department  to  strengthen  its  procedures  wherever  pos- 
sible so  as  to  minimize  any  possible  loss  of  revenue  to  the  Crown. 

38.  DRAWBACK  PAID  ON  GOODS  DESTROYED  AFTER  RELEASE  FROM   CUSTOMS.   The   Committee  was 

concerned  to  note  that  it  had  been  the  practice  of  the  Department  of  National 
Revenue  (Customs  and  Excise  Division)  to  recommend  to  the  Governor  in  Council  that 
duty  drawbacks  or  remissions  be  made  on  goods  "destroyed  in  Canada  at  the  expense 
of  the  owner  under  Customs  supervision"  when  section  22(6)  of  the  Financial  Admin- 
istration Act,  as  amended,  directs  that:  "No  tax  paid  to  Her  Majesty  on  any  goods 
shall  be  remitted  by  reason  only  that  after  the  payment  of  the  tax  and  after  release 
from  the  control  of  customs  or  excise  officers,  the  goods  were  lost  or  destroyed." 

The  Committee  is  of  the  opinion  that  the  Department  should  adopt  a  stricter  atti- 
tude towards  requests  for  refunds  and  remissions  based  on  circumstances  which  lie  out- 
side of  normal  business  practice. 
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39.  tax  exemptions  for  particular  groups.  Parliament  from  time  to  time  grants  exemp- 
tions from  sales  tax  and/or  other  taxes  to  institutions  such  as  hospitals  or  schools  and 
groups  of  consumers  such  as  loggers,  farmers,  etc.  In  the  course  of  discussions  with 
departmental  officers  and  the  Auditor  General,  there  were  indications  that  in  some 
cases  the  benefits  of  such  tax  exemptions  are  enjoyed  by  those  whom  Parliament  had 
not  intended  to  assist.  The  Committee  is  aware  that  special  exemptions  increase  the 
complexities  of  administering  the  tax  law  but,  nevertheless,  it  feels  that  the  laws  must 
be  administered  so  as  to  ensure  that  exemptions  granted  by  Parliament  are  applied 
only  in  the  way  Parliament  intended. 

The  Committee  urged  the  Customs  and  Excise  Division  of  the  Department  of 
National  Revenue  in  its  administration  of  special  exemptions  always  to  see  to  it  that 
the  benefits  from  these  exemptions  go  to,  and  only  to,  those  for  whom  Parliament 
intended  them. 

40.  customs  and  excise  laboratory.  The  Committee  recommended  that  the  Customs  and 
Excise  Division  of  the  Department  of  National  Revenue  review  its  laboratory  opera- 
tions in  line  with  the  Treasury  Board's  objective  of  promoting  the  earning  of  non-tax 
revenue  and  that  it  institute  a  tariff  of  fees  for  services  rendered  for  the  benefit  of 
exporters  and/or  importers  designed  to  cover  the  cost  of  providing  those  services.  If 
the  Department,  after  reviewing  its  laboratory  activities,  is  still  of  the  opinion  that 
establishment  of  a  tariff  of  fees  is  not  warranted,  the  Committee  recommends  that  it  lay 
the  facts  before  the  Treasury  Board  seeking  the  Board's  approval  for  the  continuation 
of  the  laboratory  as  a  free  service. 

Seventh  Report  1966 — presented  to  the  House  on  October  26,  1966 

41 .  loans  and  advances  representing  grants  to  crown  corporations.  The  Committee  again 
criticized  the  practice  of  treating  amounts  paid  to  a  Crown  corporation,  which  did  not 
have  means  to  repay  them,  as  loans  and  advances  rather  than  expenditures  of  the 
Crown.  The  Committee  was  disturbed  to  learn  that  not  only  had  the  financing  in  this 
manner  of  the  National  Capital  Commission  not  been  reviewed  by  the  Department  of 
Finance  as  requested  by  it  (see  item  19)  but  the  practice  had  been  continued  and 
further  extended  by  the  Department  of  Finance  in  1965  when  the  House  was  asked 
to  approve  loans  aggregating  $14,250,000  to  the  Canadian  Broadcasting  Corporation  to 
finance  capital  requirements  which  in  the  past  were  financed  by  grants  charged  to 
budgetary  expenditure. 

The  Committee  again  expressed  the  opinion  that  expenditures  of  this  type  are  not 
loans  or  advances  which  can  or  should  be  regarded  as  revenue-producing  assets  but  are 
in  fact  grants  and  should  be  charged  directly  to  budgetary  expenditure  in  the  Public 
Accounts  of  Canada.  The  Committee  noted  the  undertaking  of  the  Department  of 
Finance  to  review  and  discuss  the  accounting  treatment  involved  with  the  Auditor 
General  and  expects  the  latter's  report  thereon  in  due  course.  See  paragraphs  54  and  56 
of  this  Report. 

42.  advances  to  Canadian  corporation  for  the  1967  world  exhibition.  The  Committee 
took  note  of  the  circumstances  under  which  the  Government  of  Canada  is  purchasing 
securities  issued  by  the  Canadian  Corporation  for  the  1967  World  Exhibition  and  guaran- 
teed by  Canada  and  by  Quebec.  It  noted  that  since  the  initial  grants  of  $40  million,  of 
which  $20  million  was  provided  by  Canada  under  the  Canadian  Corporation  for  the 
1967  World  Exhibition  Act,  were  fully  paid  over  to  the  Corporation  in  1965  the  Corpo- 
ration's needs  have  been  financed  almost  exclusively  by  issuance  of  these  securities,  all 
of  which  have  been  purchased  by  Canada. 
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The  Committee  recommended  that  amendments  to  the  existing  legislation  be  placed 
before  Parliament  and  the  Legislature  of  the  Province  of  Quebec  so  that  the  additional 
grants  required  can  be  made  by  the  parties  concerned,  namely  Canada,  Quebec  and  the 
City  of  Montreal.  The  Committee  directed  the  attention  of  the  House  to  the  fact  that 
unless  these  additional  grants  are  provided,  the  Corporation's  presently  estimated  total 
requirement  of  $143  million  (less  $40  million  already  provided  by  Canada,  Quebec  and 
Montreal)  will  have  been  financed  by  loans  from  Canada  and  the  Corporation  will  be 
burdened  with  the  cost  of  additional  interest  and  at  the  conclusion  of  the  Exhibition 
will  not  have  the  cash  resources  necessary  for  payment  of  its  indebtedness  to  Canada. 
See  paragraphs  56  and  194  of  this  Report. 

43.  prairie  farm  emergency  fund.  The  Committee  believes  it  is  important  that  the  matters 
referred  to  by  the  Auditor  General  in  paragraph  46  of  his  1964  Report  and  paragraph 
52  of  his  1965  Report  be  rectified  and  recommended  that  appropriate  legislation  be 
introduced  as  soon  as  possible.  It  requested  the  Auditor  General  to  keep  the  matter 
before  the  House  and  the  Committee.  See  paragraph  51  of  this  Report. 

Eighth  Report  1966 — presented  to  the  House  on  November  3,  1966 

44.  repairs  and  alterations  to  Canadian  coast  guard  ships.  The  Auditor  General,  in  para- 
graph 85  of  his  1964  Report,  drew  attention  to  an  instance  where  a  ship  repairer  com- 
menced operations  under  a  contract  involving  a  consideration  of  $43,346  but  the  work 
actually  performed  under  the  contract  amounted  to  $130,851  before  the  ship  was  returned 
to  service. 

The  Committee  appreciates  the  problem  faced  by  the  Department  of  Transport  when 
ships  for  which  certain  repairs  have  been  contracted  for  require  additional  repairs,  the 
need  for  which  is  not  evident  until  the  ship  is  opened  up. 

The  Committee  also  appreciates  the  danger  pointed  out  by  the  Auditor  General  that 
a  shipyard  could  deliberately  bid  too  low  for  the  repairs  specified  in  order  to  get  the 
ship  into  its  yard,  and  then  recoup  any  loss  sustained  by  including  excessive  profits  in 
charges  for  the  carrying  out  of  the  additional  work  that  is  found  to  be  required  after 
the  ship  has  been  opened  up.  The  Committee  feels  that  everything  possible  should  be 
done  to  assure  the  Canadian  taxpayer  that  the  tender  system  in  the  case  of  ship  repairs 
is  working  to  ensure  that  costs  of  these  repairs  are  not  excessive,  and  it  discussed  with 
departmental  officers  various  ways  in  which  this  continuing  problem  might  be  overcome. 

The  Committee  recommended  that,  in  addition  to  all  other  methods  which  the 
Department  might  be  able  to  employ  in  controlling  the  cost  of  extras,  ship  repair  con- 
tracts be  drawn  up  to  provide  that  when  extras  are  involved  they  shall  be  undertaken 
on  a  cost-plus  or  a  modified  cost-plus  basis,  the  profit  to  be  limited  to  the  percentage 
of  profit  realized  on  the  original  contract  price,  with  a  proviso  that  no  loss  be  suffered 
on  the  extras  and  with  the  entire  contract  subject  to  cost  audit  by  government  auditors. 

45.  cost  of  salvaging  sunken  vessel.  The  Committee  is  of  the  opinion  that  costs  of  recov- 
ering a  sunken  vessel,  the  oil  cargo  of  which  was  a  threat  to  waterfowl,  marine  life  and 
coastal  property,  should  be  the  responsibility  of  the  owner  of  the  vessel  and  recom- 
mended that  the  Department  of  Transport  take  immediate  steps  to  introduce  the 
necessary  legislation  so  that  the  Crown  may  be  protected  from  such  costs  in  future. 
See  paragraph  132  of  this  Report. 

46.  cost  of  abandoned  design  plans  for  ferry  vessel.  The  Committee  discussed  with 
officers  of  the  Department  of  Transport  and  the  Canadian  National  Railways  the  addi- 
tional payment  of  $20,000  which  had  to  be  made  to  the  architects  who  were  preparing 
plans  for  a  ferry  vessel  to  operate  between  Newfoundland  and  the  mainland. 
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In  the  opinion  of  the  Committee  this  additional  expenditure  resulted  because  the 
Department  and  the  C.N.R.  had  not  come  to  an  agreement  as  to  whether  the  ferry- 
vessel  was  to  be  a  full  icebreaker  or  simply  an  ice-strengthened  ship,  and  emphatically 
stated  that  the  Department  should  ensure  in  future  that  agreement  is  reached  before 
architects  are  asked  to  proceed  with  the  preparation  of  plans. 

Although  the  Treasury  Board  had  approved  payment  to  the  architects  of  the 
final  amount  of  $130,000  for  the  preparation  of  these  plans,  the  Board  had  not  been 
advised  that  this  represented  an  increase  of  $20,000  over  the  amount  which  the  architects 
had  originally  agreed  to  accept  for  the  assignment. 

The  Committee  feels  very  strongly  that  the  Treasury  Board  must  be  given  all  facts 
when  it  is  being  requested  to  approve  of  contracts,  and  it  urges  the  Department  to 
see  that  future  submissions  to  the  Board  are  complete  in  this  respect. 

The  Committee,  recognizing  that  the  ferries  operated  by  the  Canadian  National 
Railways  on  behalf  of  the  Department  of  Transport  are  in  effect  rail  links,  recommended 
that  consideration  be  given  to  the  assuming  by  the  Railways  of  responsibility  for  the 
procurement  of  ferry  vessels  as  is  done  with  respect  to  rolling  stock  requirements. 

47.  cost  of  faulty  planning  in  ferry  design.  A  non-productive  payment  of  $55,000 
resulted  when  the  architects  working  on  the  design  of  a  new  ferry  vessel  were  told  that 
provision  would  have  to  be  made  for  rail  car  weights  in  excess  of  those  contemplated 
in  the  original  planning. 

The  Committee  closely  questioned  witnesses  from  the  Department  of  Transport  and 
the  Canadian  National  Railways  in  an  attempt  to  ascertain  why  the  proper  specifications 
had  not  been  established  before  the  architects  were  asked  to  commence  work.  There  was 
no  question  in  the  minds  of  the  members  of  the  Committee  that  liaison  between  the 
Department  and  the  Railways  was  not  as  good  as  it  should  have  been,  but  due  to 
somewhat  conflicting  evidence  it  was  not  possible  to  establish  definitely  with  which 
organization  the  responsibility  lay. 

The  Committee  requested  the  Department  to  see  to  it  that  in  future,  as  directed 
by  the  Treasury  Board,  basic  data  be  completely  verified  prior  to  placing  it  in  the  hands 
of  architects  for  the  preparation  of  plans  and  specifications. 

48.  INTERNAL    AUDIT    GROUP — DEPARTMENT    OF    NORTHERN    AFFAIRS    AND    NATIONAL   RESOURCES. 

When  considering  inadequate  accounting  and  financial  control  procedures  in  the  Depart- 
ment, the  Committee  was  pleased  to  learn  that  the  Department  had  been  strengthened 
by  a  reorganization  of  its  total  administration,  including  the  introduction  of  positions 
for  financial  and  management  advisers.  The  Committee  suggested  that  the  reorganization 
extend  to  the  establishment  of  an  internal  audit  group  with  as  little  delay  as  possible. 

49.  inadequate  control  of  stores  at  northern  locations.  Following  consideration  of  the 
situation  disclosed  in  paragraph  104  of  the  Auditor  General's  1965  Report,  the  Com- 
mittee stated  that  it  regards  this  matter  as  being  of  the  utmost  importance  and  urged 
the  Department  of  Northern  Affairs  and  National  Resources  to  establish  adequate 
controls  on  all  stores  in  the  North  with  the  least  possible  delay.  See  paragraph  112  of 
this  Report. 
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APPENDIX  2 


SUMMARY  OF  EMPLOYEES  OF  THE  PUBLIC  SERVICE, 
BY  DEPARTMENTS,  CROWN  CORPORATIONS  AND  OTHER  INSTRUMENTALITIES 

Authorized  and  on  Strength  as  at  March  31,  1966 
(with  comparative  figures  as  at  March  31,  1965) 


Employees  Authorized 

Name  of  Department,  Crown  Corporation 
or  Other  Instrumentality 

Employees  on  Strength 

March 
1966 

March 
1965 

Increase 
(Decrease) 

March 
1966 

March 
1965 

Increase 
(Decrease) 

513 

457 

3,972 

2,097 

1,662 

1,238 

75 

879 

185 

10,565 

16 

221 

39 

20 

221 
213 

2,008 
3,993 

6,435 

11 
134 
476 
145 
114 
17 
39 
936 

56 

(16) 

(16) 

67 

16 

(5) 

102 

2 

3 
16 

213 

18 

43 

(3,993) 

60 

24 

17 

14 

60 

5,046 

1,502 

22 

(14) 

234 

2 

(43) 

10 

211 

DEPARTMENTS  (Note  1)— 

Agriculture — 
Administration  Branch 

456 

3,587 

2,049 

1,626 

1,070 

71 

819 

157 

9,835 

18 

197 

39 

36 

331 

214 

1,843 

72 
15 
14 
11 
48 
4,260 
6,808 

17 

83 

693 

126 

62 

10 

48 

1,039 

419 
3,301 
1,950 
1,525 

991 
74 

813 

165 
9,238 

16 

176 

36 

20 

189 

209 

1,761 

3,856 

6,015 

9 

127 

488 

115 

98 

10 

40 

887 

37 

3,956 

Research  Branch 

286 

2,081 

Production  and  Marketing  Branch 

99 

1,729 

Health  of  Animals  Branch 

101 

1,254 

Prairie  Farm  Rehabilitation  Administration 

79 

75 

Prairie  Farm  Assistance  Administration 

(3) 
6 

874 

Board  of  Grain  Commissioners 

185 

Canadian  Government  Elevators 

(8) 

697 

2 

10,667 
18 

Atomic  Energy  Control  Board 

221 

Auditor  General 's  Office 

21 

42 

Board  of  Broadcast  Governors 

3 

36 

Chief  Electoral  Officer 

16 

434 

Citizenship  and  Immigration- 
Ad  ministration 

142 

231 

Citizenship  Branch 

5 

2,051 

Immigration  Branch  

82 

Indian  Affairs  Branch 

(3,856) 
72 

60 

Economics  and  Research  Branch 

24 

Civilian  Rehabilitation  Branch 

15 

17 

Special  Services  Branch 

14 

14 

Manpower  Consultative  Service 

11 

60 

5,046 

Technical  and  Vocational  Training  Assistance  Branch 
National  Employment  Service 

48 

4,260 

793 

8 

7,937 
33 

The  increases  in  employees  authorized  and  on 
strength  at  March  31,  1966  result  in  part  from  the 
takeover  from  the  Department  of  Labour  effective 
January  1,  1966  of  part  of  the  Administration,  Eco- 
nomics and  Research  and  Special  Services  Branches 
(251  positions),  the  whole  of  the  Civilian  Rehabili- 
tation, Manpower  Consultative  Service  and  Tech- 
nical and  Vocational  Training  Assistance  Branches 
(98    positions)     and    the     National    Employment 
Service  (5,046  positions)  offset  by  the  transfer  to  the 
Department    of    Northern    Affairs    and    National 
Resources   of   the   Indian   Affairs    Branch    (4,733 
positions),  a  net  increase  of  662  positions. 

Civil  Service  Commission- 
Commissioners  and  Staff 

120 

Personnel  and  Administration  Branch 

(44) 
205 

710 

147 

Bureau  of  Classification  Revision 

11 

71 

(36) 

17 

Pay  and  Standards  Branch 

49 

8 

1,147 

152 

234 


AUDITOR  GENERAL'S  REPORT 
SUMMARY  OF  EMPLOYEES  OF  THE  PUBLIC  SERVICE— Continued 


Employees  Authorized 


March 
I960 


March 
1965 


Increase 
(^Decrease) 


Name  of  Department,  Crown  Corporation 
or  Other  Instrumentality 


Employees  on  Strength 


March 
1966 


March 
1965 


Increase 
(Decrease) 


14 

12 

1,069 

903 

153 

155 

980 

912 

871 

553 

162 

160 

797 

798 

491 

491 

113 

111 

102 

102 

4,752 

4,197 

2,824 

2,570 

286 

182 

12 

12 

3,122 

2,764 

529 


63 


422 


197 

157 

517 

402 

2,940 

2,974 

376 

373 

120 

118 

444 

427 

33 

31 

401 

374 

217 

203 

43 

44 

28 

22 

4 

4 

10 

10 

6,859 

5,561 

96 

90 

188 

192 

995 

967 

342 

332 

272 

259 

804 

770 

2,697 

2,610 

165 

157 

1,184 

1,209 

138 

117 

1,487 

1,488 

30 


2 
166 

(2) 

68 

318 

2 

(1) 


2 
555 


254 
104 

358 


107 

40 
115 
(34) 

3 

2 
17 

2 
27 
14 
(1) 

6 


6 

(4) 
28 
10 
13 
34 
87 


(25) 
21 

4 

33 


14 

13 

1 

14 

14 

— 

53 

47 

6 

46 

43 

3 

52 

52 

— 

38 

38 

— 

70 

69 

1 

DEPARTMENTS— Continued 

Defence  Production — 

Deputy  Minister's  Office 

Finance,  Administration  and  Legal  Branches 

International  Programs 

Purchasing  Services 

Canadian  Government  Supply  Service 

Canadian  Government  Printing  Bureau — 

Finance  and  Administration 

Printing  Production  (Main  Plant ) 

Printing  Production  (Outside  Plants) 

Canada  Emergency  Measures  Organization- 
Emergency  Measures 

Emergency  Measures  College 

External  Affairs — 

External  Affairs 

External  Aid  Office 

International  Joint  Commission 

Finance — 

Administration 

Comptroller  of  the  Treasury — 

Headquarters 

Regional  Offices 

Treasury  Offices 

Audit  Services  Branch 

Cheque  Adjustment  Division 

Central  Services  Branch 

Securities  Deposit  Division 

Royal  Canadian  Mint 

Superannuation  Branch 

Tariff  Board 

Guaranteed  Loans  Division 

Inspector  General  of  Banks 

Municipal  Development  and  Loan  Board 

Fisheries — 

Administration 

Field  Service  Administration 

Conservation  and  Development  Services 

Inspection  Services 

Miscellaneous  Services 

Fisheries  Research  Board 

Forestry — 

Departmental  Administration 

Forestry  Branch 

Rural  Development 

Governor  General  and  Lieutenant-Governors. . 

Industry — 

Minister's  Office 

Deputy  Minister's  Office 

Aircraft  Branch 

Area  Development  Agency 

Chemicals  Branch 

Clothing  and  Textiles  Branch 

Electrical  and  Electronics  Branch 


16 

10 

6 

1,022 

795 

227 

156 

137 

19 

886 

817 

69 

675 

454 

221 

170 

149 

21 

670 

716 

(46) 

500 

444 

56 

100 

85 

15 

98 

101 

(3) 

4,293 

3,708 

685 

2,565 

2,435 

130 

190 

167 

23 

11 

11 

— 

2, 766 

2,613 

16S 

414 


5,555 


55 


9 
14 
41 
33 
25 
28 
50 


339 


148 

135 

593 

401 

,813 

2,966 

335 

330 

115 

111 

446 

417 

33 

29 

389 

362 

186 

183 

43 

42 

28 

19 

4 

4 

5,346 


78 

70 

182 

173 

788 

806 

310 

311 

256 

224 

701 

644 

2,315 

2,228 

139 

153 

1,101 

1,023 

97 

78 

1,337 

1,254 

29 


10 
14 
33 
34 
22 
22 
43 


75 

13 

192 

(153) 

5 

4 

29 
4 

27 
3 
1 
9 


209 


9 
(18) 
(1) 
32 
57 
87 


(14) 
78 
19 
83 

26 


(1) 

8 

(1) 
3 
6 
7 
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Employees  Authorized 


March 
1966 


March 
1965 


Increase 
(Decrease) 


Name  of  Department,  Crown  Corporation 
or  Other  Instrumentality 


Employees  on  Strength 


March 
1966 


March 
1965 


Increase 
(Decrease) 


53 

53 

42 

42 

41 

38 

38 

38 

62 

50 

57 

57 

35 

35 

55 

55 

670 

6U 

121 


422 
183 

111 
4,288 

5,004 


288 
72 
57 

22 


147 
18 
60 

532 

809 

1,951 

1,884 

780 

685 

7,305 


209 

1,048 

71 

1,SS8 


319 

810 

1,075 

471 


112 


378 
144 

110 
3,589 

4,  SSI 


250 
146 
57 
15 
43 
12 
56 
171 
21 
23 

630 
1,192 
3,174 
3,469 
1,526 
1,188 
11,973 


204 

978 

62 

1.S44 


291 
803 
883 
457 


3 
12 


44 

39 

1 
699 

783 


38 

(74) 

(15) 
(21) 
(12) 
(56) 
(24) 
(3) 
37 

(98) 

(383) 

(1,223) 

(1,585) 

(746) 

(503) 

{4,668) 


5 
70 

9 
84 


28 

7 

192 

14 


DEPARTMENTS— Continued 


Food  Products  Branch 

Machinery  Branch 

Materials  Branch 

Mechanical  Transport  Branch 

National  Design  Branch 

Program  Advisory  Group 

Shipbuilding  Branch 

Wood  Products  Branch 

Insurance 

Justice- 
Administration  

National  Parole  Board 

Penitentiaries — 

Headquarters 

Institutions 

Labour- 
Administration 

Economics  and  Research  Branch 

Industrial  Relations  Branch 

Civilian  Rehabilitation  Branch 

Special  Services  Branch 

Manpower  Consultative  Service  Branch 

Technical  and  Vocational  Training  Assistance  Branch 

Annuities  Branch 

Accident  Prevention  and  Compensation  Branch... 

Labour  Standards  Branch 

Unemployment  Insurance  Commission — 

Head  Office 

Atlantic  Region 

Quebec  Region 

Ontario  Region 

Prairie  Region 

Pacific  Region 


The  decrease  in  employees  authorized  and  on 
strength  at  March  31,  1966  results  from  the  transfer 
to  the  Department  of  Citizenship  and  Immigration 
effective  January  1,  1966  of  part  of  the  Admin- 
istration, Economics  and  Research  and  Special 
Services  Branches  (251  positions),  the  whole  of  the 
Civilian  Rehabilitation,  Manpower  Consultative 
Service  and  Technical  and  Vocational  Training 
Assistance  Branches  (98  positions)  and  the  Na- 
tional Employment  Service  (5,046  positions),  a  de- 
crease of  5,395  positions. 

Legislation — 

Senate 

House  of  Commons 

Library  of  Parliament 

Mines  and  Technical  Surveys — 

Administration 

Surveys  and  Mapping  Branch 

Marine  Sciences  Branch 

Geological  Survey 


24 
26 
34 
25 

50 
40 
18 
32 

449 

109 


196 

1,015 

71 

1,S8S 


308 

774 

1,020 

450 


21 
21 
29 
16 
23 
32 
19 
29 


104 


191 

950 

60 


289 
738 
788 
443 


3 
5 
5 

9 
27 

8 
(1) 

3 
81 


373 

342 

31 

144 

114 

30 

108 

107 

1 

3,714 

3,223 

491 

4,339 

3,786 

553 

257 

229 

28 

68 

128 

(60) 

51 

53 

(2) 

— 

14 

(14) 

18 

40 

(22) 

— 

8 

(8) 

— 

54 

(54) 

138 

157 

(19) 

16 

20 

(4) 

52 

20 

32 

413 

515 

(102) 

748 

1,124 

(376) 

1,745 

2,928 

(1,183) 

1,690 

3,185 

(1,495) 

711 

1,434 

(723) 

596 

1,098 

(502) 

6,503 

11,007 

(4,604) 

5 
65 
11 
81 


19 

36 
232 

7 
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Employees  Authorized 


March 
1966 


March 
1965 


Increase 
(Decrease) 


Name  of  Department,  Crown  Corporation 
or  Other  Instrumentality 


Employees  on  Strength 


March 
1966 


March 
1965 


Increase 
(Decrease) 


676 

647 

119 

111 

182 

179 

57 

61 

320 

— 

29 

— 

17 

17 

102 

86 

4,177 

3,585 

739 

43,579 

2,881 

47, 199 

77 


434 

754\ 
57J 
3,548 
755 

995 

72 

44 

6,659 


1,378 

1,967 

6 

1,351 


726 
249 

1,205 
151 

5,612 

651 

2,512 

6,427 

22 

17,555 


250 
58 


716 

46,472 

2,881 

60,069 

73 


392 

544 

3,399 
635 

818 

42 

37 

5,867 


1,324 

1,929 

6 


713 
312 

1,185 
149 

5,794 

622 

2,576 

5,649 

22 

17,022 


226 
277 


29 

8 
3 

(4) 

320 

29 

16 


23 

(2,893) 

(2, 870) 
4 

42 

267 

149 
120 

177 
30 

7 


54 

38 


13 

(63) 

20 

2 

(182) 

29 
(64) 

778 


24 

58 

(277) 


DEPARTMENTS— Continued 


Mines  Branch 

Geographical  Branch 

Observatories  Branch 

Polar  Continental  Shelf  Project. 

Water  Resources  Branch 

Resources  Development  Branch 

Dominion  Coal  Board 

National  Energy  Board 


The  increases  in  employees  authorized  and  on 
strength  at  March  31,  1966  result  in  part  from  the 
transfer  from  the  Department  of  Northern  Affairs 
and  National  Resources  effective  January  1,  1966 
of  the  Water  Resources  and  Resources  Develop- 
ment Branches  involving  314  positions  on  that  date. 

National  Defence  (Civilian  Staffs) — 

Departmental  Administration 

Defence  Services 

Defence  Research  Board 

National  Gallery  of  Canada 

National  Health  and  Welfare — 

Departmental  Administration 

Health  Services — 

Health  Services  Branch 

Health  Insurance  and  Resources  Branch 

Medical  Services  Branch 

Food  and  Drug  Branch 

Welfare  Services — ■ 

Income  Security  Branch 

Welfare  Assistance  and  Services  Branch 

Special  Programs  Branch 


National    Research    Council,    including    the    Medical 
Research  Council — 

Administration  and  Services 

Scientific  and  Engineering  Divisions 

Medical  Research  Council 


National  Revenue — 
Customs  and  Excise — 

General  Administration 

Checking,  Refunds  and  Drawbacks... 

Excise  Duty  and  Excise  Tax 

Customs  Inspection  and  Investigation 

Ports 

Taxation  Division — 

Head  Office 

Data  Centre  (Ottawa) 

District  Offices 

Tax  Appeal  Board 

Northern  Affairs  and  National  Resources- 
Departmental  Administration 

Resources  and  Economic  Development. 
Water  Resources  Branch 


641 

110 

180 

47 

305 

10 

16 

90 

3,951 


621 

41,084 

2,654 

44,359 

70 


613 
90 

171 
54 


17 

74 
,277 


560 

41,274 

2,625 

44,459 

64 


397 

376 

689\ 

499 

47j 

3,177 

3,170 

705 

599 

893 

751 

47 

42 

40 

37 

5,995 

5,474 

1,375 

1,322 

1,962 

1,915 

5 

6 

3,342 

3,243 

672 

656 

242 

285 

1,137 

1,113 

148 

146 

5,478 

5,475 

588 

557 

2,312 

2,029 

5,867 

5,390 

22 

21 

6,466 

15,672 

245 

208 

56 

— 

— 

256 

28 

20 

9 

(7) 

305 
10 
(1) 
16 

674 


61 

(190) 
29 

Uoo) 

6 


21 

237 

7 
106 

142 
5 
3 

621 


53 
47 
(1) 
99 


16 
(43) 
24 

2 

3 

31 

283 

477 

1 

794 


37 

56 

(256) 
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Employees  Authorized 


March 
1966 


March 
1965 


Increase 
(Decrease) 


Name  of  Department,  Crown  Corporation 
or  Other  Instrumentality 


Employees  on  Strength 


March 
1966 


March 
1965 


Increase 
(Decrease) 


107 

85 

22 

3,157 

2,476 

681 

133 

91 

42 

158 

186 

(28) 

531 

510 

21 

197 

162 

35 

866 

663 

203 

54 

62 

(8) 

698 



698 

1,749 

— 

1,749 

2,286 

— 

2,286 

0,2U 

4,738 

5,606 

1,027 

990 

477 

28,395 

1,201 

$2,090 


162 

7 

111 


1,019 
949 
558 

27,006 
913 

SO, 445 


137 

7 
100 


1 

1 

15 

16 

76 

62 

96 

86 

53 

47 

1 

1 

32 

25 

55 

50 

92 

84 

421 

S72 

39 

32 

185 

164 

2,357 


196 


1,917 


41 
(81) 
1,389 

288 
1,645 


25 


11 

56 


(1) 

14 

10 

6 


7 

5 

8 

49 


7 
21 


440 


DEPARTMENTS— Continued 


National  Parks  Branch- 
Administration 

Operation  and  Maintenance  of  National  Parks  and 
Historic  Sites  and  Monuments 

Canadian  Wildlife  Services 

Northern  Administration  Branch — 

Administration 

Education  Division 

Welfare  and  Industrial  Division 

Northwest  Territories  and  Other  Field  Services. 

Yukon  Territory 

Indian  Affairs  Branch — 

Administration 

Development 

Education 


The  increases  in  employees  authorized  and  on 
strength  at  March  31,  1966  reflect  the  takeover 
from  the  Department  of  Citizenship  and  Immigra- 
tion effective  January  1,  1966  of  the  Indian  Affairs 
Branch  (4,733  positions)  and  the  transfer  to  the 
Department  of  Mines  and  Technical  Surveys  on  that 
date  of  the  Water  Resources  and  Resources  De- 
velopment Branches  (314  positions),  a  net  gain  of 
4,419  positions. 

Post  Office- 
Headquarters  

District  Offices 

Railway  Mail  Service 

Staff  Post  Offices 

Casuals 

Privy  Council — 

Privy  Council  Office 

Prime  Minister's  Residence 

Economic  Council  of  Canada 


Public  Archives  and  National  Library — 
Public  Archives — 

Dominion  Archivist 

Assistant  Dominion  Archivist 

Administration  and  Technical  Services 

Historical  Branch 

Records  Management  Branch 

National  Library — 

National  Librarian 

Assistant  National  Librarian 

Cataloguing  Division 

Reference  Division 


Public  Printing  and  Stationery — 
Publications  Branch — 

Departmental  Administration 

Distribution  of  Official  Documents  including  print 
procurement 

Public  Works — 

General  Administration 


89 


973 
965 
350 

27,975 
1,201 

31,464 


148 

6 

105 


1 
15 

61 
79 
45 

1 
19 
43 

72 
336 


35 

170 
205 

2,152 


74 


943 
926 
444 

26,770 
913 

29,996 


116 

6 

84 

206 


1 
15 
55 
72 
36 

1 
12 
30 
62 


30 

154 
184 


1,708 


15 


2,175 

2,265 

(90) 

100 

79 

21 

150 

170 

(20) 

529 

476 

53 

166 

132 

34 

790 

613 

177 

44 

59 

(15) 

632 

— 

632 

1,622 

— 

1,622 

2,228 

— 

2,228 

8,826 

4,332 

4,494 

30 

39 
(94) 

1,205 
288 

1,468 


32 


21 

53 


7 
13 
10 


5 

16 
21 

444 
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Employees  Authorized 


March 
1966 


March 
1965 


Increase 
(Decrease) 


Name  of  Department.  Crown  Corporation 
or  Other  Instrumentality 


Employees  on  Strength 


March 
1966 


March 
1965 


Increase 
(Decrease) 


2,533 

2,619 

4,338 

4,436 

749 

744 

531 

940 

162 

167 

10,670 

10,823 

673 

647 

1,009 

1,009 

12 

12 

1,694 

1,668 

107 

75 

32 

36 

434 

399 

184 

134 

54 

53 

396 

385 

18 

18 

1,225 

1,100 

633 

593 

710 

667 

498 

484 

228 

183 

275 

251 

70 

56 

2,631 

2,350 

6,046 

4,584 

718 


694 


2,102 

2,040 

2,218 

2,056 

494 

478 

91 

68 

476 

479 

1,769 

1,715 

2,539 

2,380 

583 

575 

2,658 

2,528 

2,485 

2,407 

522 

496 

97 

93 

187 

178 

28 

28 

23 

14 

15 

— 

17,065 

16,229 

(86) 

(98) 

5 

(409) 

(5) 

(153) 


26 


32 

(4) 
35 
50 
1 
11 

125 


40 
43 
14 
45 
24 
14 
281 
461 


24 

122 

162 

16 

23 


(3) 

54 

159 

8 

130 

78 

26 

4 


9 
15 

836 


DEPARTMENTS— Continued 


Maintenance  and  Operation  of  Public  Buildings  and 
Grounds — 

Ottawa  and  Hull 

Other  than  at  Ottawa  and  Hull 

Harbours  and  Rivers  Engineering  Services 

Roads,  Bridges  and  Other  Engineering  Services. . . 
Testing  Laboratories 


In  some  instances,  the  differences  between  1966 
and  1965  figures  are  in  large  part  attributable  to 
transfers  of  positions  between  units. 

Royal  Canadian  Mounted  Police  (Civilian  Staffs) — 

Headquarters 

Land,  Air  and  Training  Division 

Marine  Services 

Secretary  of  State — 

Departmental  Administration 

Companies  and  Corporations  Branch 

Bureau  for  Translations 

National  Museum 

Trade  Marks  Office 

Patent  and  Copyright  Office 

Office  of  the  Representation  Commissioner 

Trade  and  Commerce — 

Departmental  Administration 

Trade  Commissioner  Service 

Standards  Branch 

Exhibitions  Branch 

Canadian  Government  Travel  Bureau 

Canadian  Government  Participation  1967  Exhibition 
Dominion  Bureau  of  Statistics 

Transport — 

Departmental  Administration 

Marine  Services — 

Marine  Administration  and  Marine  Works 

Marine  Operations 

Marine  Regulations 

Marine  Hydraulics 

Air  Services — 

Administration 

Control  of  Civil  Aviation  and  Air  Traffic  Control. 

Airports  and  Property  Management 

Construction  Branch 

Telecommunications  and  Electronics  Branch 

Meteorological  Branch 

Radio  Regulations 

Air  Transport  Board 

Board  of  Transport  Commissioners 

Canadian  Maritime  Commission 

Atlantic  Development  Board — 

Programming  Division 

Planning  Division 


2,186 

2,308 

3,804 

3,998 

703 

686 

441 

794 

149 

152 

9,435 

9,646 

640 

621 

980 

957 

11 

10 

1,631 

1,688 

107 

76 

31 

35 

395 

356 

150 

117 

53 

53 

382 

367 

14 

16 

1,132 

1,020 

559 

526 

696 

656 

471 

468 

220 

169 

262 

223 

53 

46 

2,585 

2,240 

4,846 

4,328 

626 


634 


2,170 

2,057 

2,129 

1,879 

408 

406 

83 

70 

454 

438 

1,604 

1,528 

2,417 

2,336 

664 

660 

2,504 

2,427 

2,236 

2,162 

493 

449 

89 

87 

179 

171 

27 

28 

22 

13 

14 

— 

16,119 

15,345 

(122) 
(194) 

17 
(353) 

(3) 
(.211) 


19 

23 

1 

43 


31 

(4) 

39 

33 

15 

(2) 
112 


33 

40 

3 

51 

39 

7 
345 
518 


(8) 

113 

250 

2 

13 


16 

76 
81 

4 
77 
74 
44 

2 

8 
(1) 


9 

14 

774 
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Employees  Authorized 

Name  of  Department,  Crown  Corporation 
or  Other  Instrumentality 

Employees  on  Strength 

March 
1966 

March 
1965 

Increase 
(Decrease) 

March 
1966 

March 
1965 

Increase 
(Decrease) 

1,346 

1,355 

10,824 

789 

359 

680 

14,007 

(9) 

46 

(3D 

1 

(1) 
6 

DEPARTMENTS— Concluded 

Veterans  Affairs — 
Administration 

1,244 

10,403 

712 

332 

629 

13,320 

1,266 

10,397 

734 

332 

637 

13,366 

(22) 
6 

10,870 

Treatment  Services 

758 

Welfare  Services 

(22) 

360 

Pensions  Administration 

679 

Veterans'  Land  Act  Administration 

(8) 
(46) 

14,013 

Total,  Departments 

224,465 

217,302 

7,163 

208,731 

200,516 

8,215 

CROWN  CORPORATIONS  (Notes  1  and  2)— 

Air  Canada — 

Operations  Department — 
Flying  personnel 

11,909 

15 
2,420 
397 
347 
293 
139 
8,611 

1,186 

540 

319 

7,406 

95 

182 

8,542 

15 

47 

133 

247 

57 

93 

108 

5 
15 
11 

73/ 

1,201 

4 

63 

80 

120 

161 

41 

469 

(.178) 

16 

27 

16 

141 

6 

2 

208 

2 
16 
51 
109 
19 
41 
53 

42 

69 

122 

52 

245 

821 

1,698 

6,909 

3,043 

570 

552 

338 

13,110 

17 
2,313 
477 
421 
406 
180 
3,814 

27 
398 

354 

228 
1,007 

502 

21 

290 

7,325 

91 

184 

8,413 

15 

58 

151 

322 

64 

99 

116 

23 
31 
44 
25 
62 
1,010 

1,408 

6,360 

2,758 

555 

492 

336 

11,909 

15 
2,258 
397 
312 
293 
139 
3,414 

35 
296 
216 
433 
205 
1,185 

491 

274 

7,216 

84 

173 
8,288 

15 

36 

114 

191 

50 
57 

78 

3 

2 

546 

290 

Other  personnel 

549 

Sales  Department 

285 

Purchases  and  Stores  Department 

15 

Finance  Department 

60 

All  other 

2 

IS, 110 
19 

Atomic  Energy  of  Canada  Limited — 

Head  Office 

1,201 
2 

2,483 

Chalk  River  Nuclear  Laboratories 

55 

477 

Commercial  Products  Division 

80 

467 

Whiteshell  Nuclear  Research  Establishment 

109 

454 

Power  Projects 

113 

180 

4,080 

Canadian  Arsenals  Limited — 
Head  Office 

41 

400 

(8) 
102 

Filling  Division 

Explosives  Division     

(216) 
(79) 
23 

Dominion  Arsenals  Division 

Small  Arms  Division 

1,007 
556 

Canadian  Broadcasting  Corporation — 
Head  Office 

(178) 
11 

27 

Expo  '67 

21 

335 

National  Engineering 

16 

7,547 

109 

101 

Northern  and  Armed  Forces  Services 

7 

184 

11 

8,750 
17 

Canadian  Corporation  for  the  1967  World  Exhibition — 
Administrative — 

Executive 

175 

63 

22 

184 

Finance  and  Administration 

37 

356 

131 

76 

Exhibitors        

14 

134 

42 

161 

Operations      

38 

47 

Operating — 

23 

84 

Installations 

28 

133 

42 

52 

La  Ronde           

25 

245 

Safety  and  Security 

62 

1,652 

464 

240 
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Employees  Authorized 


March 
1966 


March 
1965 


Increase 
(Decrease) 


Name  of  Department,  Crown  Corporation 
or  Other  Instrumentality 


Employees  on  Strength 


March 
1966 


March 
1965 


Increase 
(Decrease) 


90,376 


668 

13 
192 


2,015 
126 


m 

34 


20 


44 
46 

68 

665 


90, SIS 


4 
85 


106 


197 
33 


781 

785 

77 

71 

4 

3 

13 

12 

318 

298 

9 

11 

6 

3 

286 

267 

6S6 

694 

20 

36 
46 
63 

662 

807 


(2) 


163 


76 

9 
107 

(21) 
20 


«) 
6 


1 

1 
20 
(2) 

3 
19 
4* 


8 

5 

3 

16 


CROWN  CORPORATIONS— Continued 

Canadian  Commercial  Corporation 

Canadian  National  Railways- 
General  

Road  Maintenance 

Equipment  Maintenance 

Transportation 

Other  Operations 

Canadian  Overseas  Telecommunication  Corporation 

Administrative 

Head  Office  Engineering 

Traffic  Representatives 

Operating 


Canadian  Patents  and  Development  Limited — 
(Staff  seconded  from  National  Research  Council) . . 

Centennial  Commission 

Central  Mortgage  and  Housing  Corporation — 

Regular 

Contract  and  Casual 

Crown  Assets  Disposal  Corporation 

Defence  Construction  (1951)  Limited — 

Administration 

Engineers 

Technical 

Eldorado  Aviation  Limited 

Eldorado  Mining  and  Refining  Limited — 

Head  Office  and  General  Administration 

Beaverlodge  Division 

Refinery  and  Sales 

Research  and  Development 

Export  Credits  Insurance  Corporation 

Farm  Credit  Corporation — 

Executive  Officers 

Senior  Management  Officers 

Technical 

Professional 

Specialist 

Supervisory,  Clerical  and  Stenographic 

The  National  Battlefields  Commission 

National  Capital  Commission — 

Administrative  and  Accounting 

Planning,  Property  Acquisition  and  Management . . 
Landscape   Architecture,    Engineering,    Construction 

and  Maintenance 

Prevailing  rate  (permanent  and  seasonal)  and  special 

projects  employees 


11,415 

11,321 

15,057 

15,317 

18,700 

18,766 

35,885 

34,992 

9,319 

9,817 

90,376 

90, 213 

110 

97 

61 

57 

12 

12 

485 

426 

668 

692 

13 

4 

125 

66 

1,950 

1,968 

65 

68 

2,015 

2,036 

115 


101 
36 
67 


34 


70 


16 


39 
42 

63 

448 
592 


106 


103 
43 
51 

197 

33 


33 

37 

533 

528 

157 

157 

58 

63 

781 

785 

67 


4 

3 

13 

12 

283 

260 

9 

11 

5 

3 

257 

240 

671 

529 

20 


32 

43 

57 

438 
570 
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Employees  Authorized 

Name  of  Department,  Crown  Corporation 
or  Other  Instrumentality 

Employees  on  Strength 

March 
1966 

March 
1965 

Increase 
(Decrease) 

March 
1966 

March 
1965 

Increase 
(Decrease) 

2,246 

245 
38 

1,442 
2,140 
3,582 

1,466 
18 

44 

6 
6 

206 
202 
408 

216 

CROWN  CORPORATIONS— Concluded 

National  Harbours  Board — 
Head  Office 

59 

825 
1,406 
2,290 

45 
205 
250 

44 

1,527 
2,270 
3,797 

427 

807 

448 

1,682 

18 

61 

818 
1,367 

2,246 

42 
203 
245 

38 

1,367 
2,091 

3,458 

344 

694 

428 

1,466 

18 

(2) 
7 

Harbours  and  Elevators — 
Salaried 

Prevailing  rate 

39 

2,290 

Northern  Canada  Power  Commission — 
Head  and  Edmonton  Offices 

44 
3 

Field  Locations 

2 

260 
44 

Northern  Transportation  Company  Limited  

5 
6 

1,648 

Polymer  Corporation   Limited   and    subsidiary   com- 
panies— 

160 

2,342 

Hourly  rate 

179 

3,990 

The  St.  Lawrence  Seaway  Authority — 

SS9 
83 

Operations 

113 

Maintenance 

20 

1,682 
18 

The  Seaway  International  Bridge  Corporation,  Ltd.. . . 
Total,  Crown  Corporations 

216 

132,738 

129,118 

3,620 

131,015 

127,983 

3,032 

OTHER  INSTRUMENTALITIES— (Notes  1  and  2) 
Bank  of  Canada ...   

1,129 

1,072 

32 

580 

10 

522 

918 

57 
9 
(11) 
(2) 
61 
68 

1,129 

41 

569 

8 
583 

877 

1,072 

32 

580 

10 

522 

828 

57 

41 

The  Canada  Council 

9 

569 

The  Canadian  Wheat  Board 

(11) 

8 

The  Custodian        

(2) 

583 

Industrial  Development  Bank 

61 

986 

49 

3,316 

3,134 

182 

3,207 

3,044 

163 

Total,     Departments,    Crown    Corporations    and 

360,519 

349,554 

10,965 

342,953 

331,543 

11,410 

NOTES: 

(1)  The  figures  appearing  in  these  listings  are  based  on  information  provided  by  the  various  departments.  Crown  cor- 
porations and  other  instrumentalities.  They  include  the  numbers  of  seasonal,  part-time  and  casual  employees  actually 
on  strength  at  March  31,  1965  and  March  31,  1966.  For  purposes  of  comparison  these  have  been  included  in  the  figures 
shown  for  "Employees  Authorized". 

(2)  Where  no  establishments  have  been  authorized  by  the  executive  boards  of  certain  Crown  corporations  or  other  instru- 
mentalities, the  totals  of  the  actual  strength  figures  have  been  shown  in  the  "Employees  Authorized"  columns  for  purposes 
of  comparison. 
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APPENDIX  3 


SUMMARY  OF  EXPENDITURE   BY  STANDARD  OBJECTS 
FOR  THE  FISCAL  YEAR  ENDED   MARCH  31,  1966 

(with  comparative  figures  for  the  preceding  fiscal  year) 

(in  millions  of  dollars) 


1965-66 


1964-65 


Increase  or 
decrease  (— ) 


Civil  salaries  and  wages 

Civilian  allowances 

Pay  and  allowances,  Defence  Forces  and  Royal  Canadian  Mounted  Police 

Professional  and  special  services 

Travelling  and  removal  expenses 

Freight,  express  and  cartage 

Postage 

Telephones,  telegrams  and  other  communication  services 

Publication  of  departmental  reports  and  other  material 

Exhibits,  advertising,  films,  broadcasting  and  displays 

Office  stationery,  supplies,  equipment  and  furnishings 

Materials  and  supplies 

Buildings  and  works,  including  land — 

Construction  or  acquisition 

Repairs  and  upkeep 

Rentals 

Equipment — 

Construction  or  acquisition 

Repairs  and  upkeep 

Rentals 

Municipal  or  public  utility  services 

Contributions,  grants,  subsidies,  etc.,  not  included  elsewhere 

Pensions,  superannuation  and  other  benefits 

All  other  expenditure  (other  than  special  categories) 

Interest  on  public  debt,  etc 

Subsidies  and  special  payments  to  the  provinces 

Family  allowances,  family  assistance  and  youth  allowances  payments 

Old  age  assistance,  blind  persons  and  disabled  persons  allowances  and  unemploy 

ment  assistance 

Veterans'  disability  pensions,  etc 

Other  payments  to  veterans  and  dependents 

Government's  contribution  to  the  Unemployment  Insurance  Fund 

Hospital  insurance  and  general  health  grants 

Trans-Canada  Highway  contributions 

Movement  of  mail  by  land,  air  and  water 

Deficits — government-owned  enterprises 

Less:  Expenditure  recovered 

Net  total  expenditure 


1,043.6 

21.9 

630.6 

121.6 

72.1 

9.6 

7.8 

39.4 

12.8 

26.0 

34.8 

170.0 

292.5 
70.9 
24.0 

287.0 

155.2 

6.9 

78.7 

1,021.8 
203.4 
215.7 

1,110.8 
466.0 
601.0 

147.3 

185.5 

113.2 

65.7 

365.1 

83.4 

72.2 

50.2 


7,806.7 
71.9 


951.8 
18.8 

606.9 
99.7 
67.1 
10.0 
7.1 
39.6 
11.2 
18.0 
27.6 

177.3 

244.6 
66.9 
19.9 

283.4 

156.5 

6.3 

77.1 

838.3 

176.0 

194.8 

,051.3 

358.4 

574.7 

181.5 

180.3 

104.4 

62.2 

490.6 

76.1 

68.7 

54.0 


7,301.1 
82.8 


91.8 
3.1 

23.7 

21.9 
5.0 

-.4 
.7 

-.2 
1.6 
8.0 
7.2 

-7.3 

47.9 
4.0 
4.1 

3.6 

-1.3 

.6 

1.6 

183.5 

27.4 

20.9 

59.5 

107.6 

26.3 

-34.2 
5.2 
8.8 
3.5 

-125.5 

7.3 

3.5 

-3.8 


505.6 
-10.9 


$      7,734.8 


$      7,218.3 


516.5 


EXHIBITS 

(as  published  in  the  Public  Accounts) 

Statement  of  Expenditure  and  Revenue  for  the  fiscal  year  ended  March  31,  1966  (with 

comparative  figures  for  the  preceding  fiscal  year)    Exhibit  1 

Statement  of  Assets  and  Liabilities  as  at  March  31,  1966  (with  comparative  figures 

as  at  March  31,  1965)   Exhibit  2 

Summary  of  Appropriations,  Expenditures  and  Unexpended  Balances  by  Departments 

for  the  fiscal  year  ended  March  31,  1966  Exhibit  3 

Summary  of  Revenue  by  Main  Classifications  and  Departments  for  the  fiscal  year 

ended  March  31,  1966 Exhibit  4 


244  AUDITOR  GENERAL'S  REPORT 

THE  GOVERNMENT 

STATEMENT  OF  EXPENDITURE  AND  REVENUE  FOR 

(with  comparative  figures  for 

EXPENDITURE 

Fiscal  year  ended 

March  31,  1966  March  31,  1965 

Agriculture $    186,263,616  $    165,723,844 

Atlantic  Development  Board 23,755,359  4,294,152 

Atomic  Energy 54,450,175  46,564,793 

Auditor  General's  Office 1,741,901  1,589,889 

Board  of  Broadcast  Governors 382,787  367,645 

Canada  Emergency  Measures  Organization 7,744,257  7,653,868 

Canadian  Broadcasting  Corporation 97,458,915  87,969,198 

Central  Mortgage  and  Housing  Corporation 21,571,958  14,952,238 

Office  of  the  Chief  Electoral  Officer 12,953,140  578,175 

Citizenship  and  Immigration 238,567,080  180,996,919 

Civil  Service  Commission 7,986,854  6,226,358 

Defence  Production 23,438,183  22,827,469 

Economic  Council 1,116,362  833,874 

External  Affairs 152,545,955  131,186,586 

Finance — 

Public  debt  charges 1,110,857,197  1,051,290,597 

Fiscal,  tax-sharing,  subsidy  and  other  payments  to  provinces 465,993,282  358,357,022 

Other  expenditure 273,828,954  212,994,726 

1,860,679,433  1,622,642,346 

Fisheries 34,526,476  25,593,261 

Forestry 57,134,577  49,754,438 

Governor  General  and  Lieutenant-Governors 690,556  648,703 

Industry 29,301,149  23,788,581 

Insurance 1,512,059  1,445,862 

Justice 11,367,814  10,644,700 

Labour 23,993,711  23,402,111 

Legislation 14,711,823  14,214,867 

Mines  and  Technical  Surveys 107,357,514  94,324,195 

National  Capital  Commission 18,621,111  10,354,431 

National  Defence — 

Defence  services 1,363,042,550  1,362,117,636 

Defence  research  and  development 72,579,782  54,531,462 

Other  expenditure 112,824,452  121,185,765 

1,648,446,784  1,637,834,863 

National  Film  Board 6,891,335  6,353,633 

National  Gallery  of  Canada 1,815,626  1,303,734 

National  Health  and  Welfare — 

Family  allowances 551,734,824  545,775,231 

Other  expenditure 623,387,205  754,823,195 

1,175,122,029  1,300,698,426 

National  Research  Council,  including  the  Medical  Research  Council 74,387,029  56,641,725 

National  Revenue 94,971,980  86,908,544 

Northern  Affairs  and  National  Resources 156,433,733  127,306,117 

Post  Office 240,206,458  210,458,702 

Privy  Council 8,981,878  8,175,312 

Public  Archives  and  National  Library 1,973,514  1,507,268 

Public  Printing  and  Stationery 3,053,651  2,732,686 

Public  Works 256,526,107  224,057,562 

Office  of  the  Representation  Commissioner 774,892  224,521 

Royal  Canadian  Mounted  Police 81,958,846  76,198,876 

Secretary  of  State 23,996,532  21,909,880 

Solicitor  General 56,875,181  39,278,001 

Trade  and  Commerce 46,073,789  54,796,650 

Transport 508,743,513  466,519,143 

Unemployment  Insurance  Commission 98,037,727  94,792,046 

Veterans  Affairs — 

Pensions 185,559,325  180,326,163 

Other  expenditure 184,092,831  171,772,198 

369,652,166  352,098,361 

Total  expenditure 7,734,795,525  7,218,274,552 

Budgetary  deficit —38,975,321  —37,964,765 

7,695,820,204  7,180,309,787 

H.  R.  BALLS,  R.  B.  BRYCE, 

Comptroller  of  the  Treasury.  Deputy  Minister  of  Finance. 


AUDITOR  GENERAL'S  REPORT 


245 


EXHIBIT  1 


OF  CANADA 


THE  FISCAL  YEAR  ENDED  MARCH  31,  1966 
the  preceding  fiscal  year) 

REVENUE 

Fiscal  year  ended 

March  31,  1966  March  31,  1965 

Tax  revenues — 
Income  tax — 

Personal^ $2,142,456,230  $2,103,281,917 

Corporation") 1,606,620,322  1,523,814,601 

On  dividends,  interest,  etc.,  going  abroad 170,018,708  143,717,945 

Excise  taxes — 

Sales") 1,395,128,921  1,204,609,934 

Other 296,178,098  269,082,084 

Customs  import  duties 685,519,390  622,101,883 

Excise  duties 445,885,434  411,402,145 

Estate  tax<«> 108,352,377  88,625,641 

Miscellaneous 160,612  140,100 

6,850,320,092  6,366,776,250 

Non-tax  revenues — 

Return  on  investments 438,254,129  422,693,741 

Post  Office— net  postal  revenue 237,482,296  230,435,714 

Refunds  of  previous  years'  expenditure 18,918,607  20,545,944 

Services  and  service  fees 63,147,602  60,924,531 

Proceeds  from  sales 22,934,877  24,250,122 

Privileges,  licences  and  permits 38,965,653  30,824,939 

Bullion  and  coinage 11,217,545  12,298,922 

Premium,  discount  and  exchange 125,538 

Miscellaneous 14,453,865  11,559,624 

845,600,112  813,533,637 


("Excluding  tax  credited  to  the  old  age  security  fund — 

1965-66  1964-65 

Personal  income  tax $494,900,000  $431,900,000 

Corporation  income  tax 152,250,000  145,250,000 

Sales  tax 522,085,844  383,151,254 

("Includes  duties  levied  under  the  Dominion  Succession  Duty  Act. 


Total  revenue 7,695,820,204  7,180,309,787 


Auditor  General's  Certificate 

The  above  Statement  has  been  examined  in  accordance  with  the  provisions  of  the  Financial  Administration  Act.  I  have 
obtained  all  the  information  and  explanations  I  have  required  and,  subject  to  the  comments  in  my  report  to  the  House  of 
Commons,  I  certify  that  the  Statement  is  in  agreement  with  the  accounts  maintained  by  the  Department  of  Finance  and 
that,  in  my  opinion,  it  exhibits  a  correct  view  of  the  expenditure  and  revenue  of  Canada  for  the  year  ended  March  31, 1966. 

A.  M.  HENDERSON. 

Auditor  General. 
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ASSETS 


THE  GOVERNMENT 

STATEMENT  OF  ASSETS  AND 
(with  comparative  figures 


March  31,  1966 

1.  Current  assets — 

(a)  Cash,  schedule  A,  page  9 $      759,080,004 

(b)  Departmental  working  capital  advances,  schedule  B,  page  9. .         120,576,475 

(c)  Securities  held  for  the  securities  investment  account  at  amor- 
tized cost 81,475,697 

(d)  Other  current  assets,  schedule  C,  page  10 54,861,735 

1,015,993,911 

2.  Blocked  currency 1,002,400 

3.  Advances  to  the  exchange  fund  account — (value  of  investments 

from  advances  on  basis  of  official  parity  rate  March  31, 
1966,  $2,728,743,488;  official  parity  rate  March  31,  1965, 
$2,653,406,754) 2,696,000,000 

4.  Investments   in    special   United    States   of   America   securities — 

Columbia  River  Treaty 187,191,661 

5.  Canada  pension  plan  investment  fund,  schedule  D,  page  11 34,853,000 

6.  Loans  to,  and  investments  in,  Crown  corporations,  schedule  F, 

page  11 5,553,149,458 

Recovery  likely  to  require  parliamentary  appropriations 105,925,113 

5,659,074,671 

7.  Loans  to  national  governments,  schedule  G,  page  13. ... . 1,215,490,449 

Recovery  likely  to  require  parliamentary  appropriations 9,722,194 

1,226,212,643 

8.  Other  loans  and  investments,  schedule  H,  page  14 — 

(a)  Subscriptions  to  capital  of,  and  working  capital  advances  and 

loans  to,  international  organizations 724,695,231 

(b)  Loans  to  provincial  governments 96,723,106 

(c)  Veterans  land  act  fund  (less  reserve  for  conditional  benefits) . .         256,191,461 

(d)  Miscellaneous 181,395,361 

Recovery  likely  to  require  parliamentary  appropriations. .  4,207,529 

1,263,212,688 

9.  Securities  held  in  trust,  schedule  I,  page  18 51,956,505 

10.  Deferred  charges — 

(a)  Unamortized  portions  of  actuarial  deficiencies — 

Canadian  forces  superannuation  account 53,601,200 

Public  service  superannuation  account 93,620,600 

Royal  Canadian  Mounted  Police  superannuation  account  3,115,200 

(b)  Unamortized  loan  flotation  costs,  appendix  No.  7,  Section  9, 

page  15 106,217,789 

256,554,789 

11.  Capital  assets 1 

12.  Inactive  loans  and  investments,  schedule  J,  page  18 94,824,381 

Total  recorded  assets 12,485,876,550 

13.  Less:  Reserve  for  losses  on  realization  of  assets —546,384,065 

Net  recorded  assets 11,939,492,485 

14.  Net  debt,  represented  by  excess  of  liabilities  over  net  recorded 

assets,  schedule  K,  page  19 15,543,447,865 

27,482,940,350 


Net  increase 
or  decrease  (— ) 
March  31,  1965      during  1965-66 


$    850,282,135 
133,404,495 

62,561,070 

29,134,994 
1,076,382,694 


2,621,000,000 
219,479,161 

4,948,235,201 

48,065,976 
4,996,301,177 

1,195,888,072 

10,688,479 

1,206,676,651 


709,753,536 

98,435,806 

232,068,630 

96,023,632 

3,846,285 

1,140,127,889 

43,585,370 


53,761,600 

39,920,800 

4,153,600 

110,749,442 
208,585,442 


94,824,381 

11,605,862,666 

-546,384,065 

11,059,478,601 

15,504,472,544 
26,563,951,145 


$  -91,202,131 
-12,828,020 

18,914,627 

25,726,741 
-69,388,783 

1,002,400 


75,000,000 

-32,287,500 
34,853,000 

604,914,257 

57,859,137 
662,773,894 

19,602,377 

-966,285 

18,636,092 


14,941,695 

-1,712,700 

24,122,831 

85,371,729 

361,244 

128,084,799 

8,371,135 


-160,400 
53,699,800 
-1,038,400 


-4,531,653 
47,969,347 


880,013,884 

880,013,884 

38,975,321 
918,989,205 


The  notes  appearing  on  page  6  are  an  integral  part  of  this  Statement  of  Assets  and  Liabilities. 


H.  R.  BALLS, 

Comptroller  of  the  Treasury. 


R.  B.  BRYCE, 
Deputy  Minister  of  Finance. 


(This  Statement,  the  schedules  referred  to  therein,  and  the  pages  referred  to  in  the  two  notes,  are  to  be 
found  in  the  Public  Accounts,  Volume  I,  Section  7) 
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OF  CANADA 

LIABILITIES  AS  AT  MARCH  31,  1966 
as  at  March  31,  1965) 


LIABILITIES 


March  31,  1966 

16.    Current  and  demand  liabilities,  schedule  L,  page  19 — 

(a)  Outstanding  treasury  cheques S      332,859,574 

(b)  Accounts  payable  (that  portion  paid  in  April  of  the  next  follow- 
ing fiscal  year) 380,308,616 

(c)  Non-interest-bearing  notes  payable  to  the  international  mone- 
tary fund  and  the  international  development  association 255,388,518 

(d)  Matured  debt  outstanding 27,324,686 

(e)  Interest  due  and  outstanding 110,930,898 

(/)    Interest  accrued 254,292,565 

(g)    Other  current  liabilities 37,731,247 

1,898,836,094 

16.  Deposit  and  trust  accounts,  schedule  M,  page  21 310,728,861 

17.  Annuity,  insurance  and  pension  accounts,  schedule  N,  page  25 6,392,132,945 

18.  Undisbursed  balances  of  appropriations  to  special  accounts,  schedule 

O,  page  25 101,945,175 

19.  Deferred  credits,  schedule  P,  page  26 138,119,215 

20.  Suspense  accounts,  schedule  Q,  page  26 31,390,931 

21.  Unmatured  debt,  schedule  R,  page  28 — 

(a)    Bonds 16,959,787,129 

(6)    Treasury  bills 2,150,000,000 

19,109,787,1X9 


EXHIBIT  2 


Net  increase 
or  decrease  ( — ) 
March  31,  1965      during  1965-66 


Note: 

The  indirect  or  contingent  liabilities  of  the  Government  of 
Canada,  consisting  of  railway  securities  guaranteed  as  to  principal 
and  interest,  $1,331,547,986;  other  guarantees  of  $7,321,187,000; 
together  with  certain  indeterminate  guarantees,  are  listed  on  page 
84. 


$      315,077,232     %        17,782,342 
363,925,315  16,383,301 


367,897,531 

19,140,916 

102,034,032 

231,173,522 

33,367,648 

1,432,616,196 

262,837,026 

5,675,840,853 

95,702,607 

113,208,312 

5,531,972 


16,838,214,179 

2,140,000,000 

18,978,214,179 


-112,509,013 

8,183,770 

8,896,866 

23,119,033 

4,363,599 

-33,780,102 

47,891,835 
716,292,092 

6,242,568 
24,910,903 
25,858,959 


121,572,950 

10,000,000 

131,572,950 


Total  liabilities 27,482,940,350        26,563,951,145 


918,989,205 


Auditor  General's  Certificate 

The  above  Statement  has  been  examined  in  accordance  with  the  provisions  of  the  Financial  Administration  Act.  I  have 
obtained  all  the  information  and  explanations  I  have  required  and,  subject  to  the  comments  in  my  report  to  the  House  of 
Commons,  I  certify  that  the  Statement  is  in  agreement  with  the  accounts  maintained  by  the  Department  of  Finance  and 
that,  in  my  opinion,  it  exhibits  a  correct  view  of  the  financial  position  of  Canada  as  at  March  31,  1966. 

A.  M.  HENDERSON, 

Auditor  General. 
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EXHIBIT  3 


SUMMARY  OF  APPROPRIATIONS,  EXPENDITURES  AND  UNEXPENDED  BALANCES 
BY  DEPARTMENTS  FOR  THE  FISCAL  YEAR  ENDED  MARCH  31,  1966 


Section 
(Volume 

ID 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 


Department 


Agriculture 

Atlantic  Development  Board 

Atomic  Energy 

Auditor  General's  Office 

Board  of  Broadcast  Governors 

Canada  Emergency  Measures  Organization . 

Canadian  Broadcasting  Corporation 

Central  Mortgage  and  Housing  Corporation . 

Office  of  the  Chief  Electoral  Officer 

Citizenship  and  Immigration 

Civil  Service  Commission 

Defence  Production 

Economic  Council 

External  Affairs 

Finance 

Fisheries 

Forestry 

Governor  General  and  Lieutenant-Governors 

Industry 

Insurance 

Justice 

Labour 

Legislation 

Mines  and  Technical  Surveys 

National  Capital  Commission 

National  Defence 

National  Film  Board 

National  Gallery  of  Canada 

National  Health  and  Welfare 

National  Research  Council  including  the 

Medical  Research  Council 

National  Revenue 

Northern  Affairs  and  National  Resources . .  . 

Post  Office 

Privy  Council 

Public  Archives  and  National  Library 

Public  Printing  and  Stationery 

Public  Works 

Office  of  the  Representation  Commissioner.  . 

Royal  Canadian  Mounted  Police 

Secretary  of  State  

Solicitor  General 

Trade  and  Commerce 

Transport 

Unemployment  Insurance  Commission 

Veterans  Affairs 


Appropriations 


(3) 


198,585,852 

31,973,389 

55,313,400 

1,873,100 

493,000 

9,744,400 

99,444,000 

21,571,959 

12,961,043 

1  297,638,950 

8,277,300 

24,799,100 

1,147,400 

160,838,081 

1,880,166,082 

37,532,177 

62,323,225 

717,567 

36,024,601 

1,516,586 

11,490,833 

45,028,728 

14,794,680 

110,649,210 

18,924,400 

1,579,250,933 

6,892,900 

1,879,900 

1,184,796,961 

75,185,901 

96,328,017 

160,342,450 

241,925,905 

9,289,734 

2,018,800 

3,409,500 

262,200,838 

774,892 

82,656,234 

27,839,769 

58,131,554 

52,508,836 

535,387,511 

99,002,265 

374,321,645 


<4>7,997,973,608 


Expenditures 


186,263,616 

23,755,359 

54,450,175 

1,741,901 

382,787 

7,744,257 

97,458,915 

21,571,958 

12,953,140 

238,567,080 

7,986,854 

23,438,183 

1,116,362 

152,545,955 

1,850,679,433 

34,526,476 

57,134,577 

690,556 

29,301,149 

1,512,059 

11,367,814 

23,993,711 

14,711,823 

107,357,514 

18,621,111 

1,548,446,784 

6,891,335 

1,815,626 

1,175,122,029 

74,387,029 

94,971,980 

156,433,733 

240,206,458 

8,981,878 

1,973,514 

3,053,651 

256,526,107 

774,892 

81,958,846 

23,996,532 

56,875,181 

46,073,789 

508,743,513 

98,037,727 

369,652,156 


7,734,795,525 


Unexpended  Balances 


Lapsed 


12,322,236 

313,477 

863,225 

131,199 

110,213 

2,000,143 

1,985,085 

1 

7,903 

19,901,413 

290,446 

1,360,917 

31,038 

8,292,126 

3,148,089 

3,005,701 

5,188,648 

27,011 

6,723,452 

4,527 

123,019 

5,647,017 

82,857 

3,284,196 

303,289 

30,804,149 

1,565 

64,274 

9,674,932 

798,872 
1,356,037 
3,908,717 
1,719,447 

307,856 
45,286 

355,849 
5,674,731 

697,388 

3,843,237 

1,256,373 

6,435,047 

26,643,998 

964,538 
4,669,489 


174,369,013 


Carried 
forward  <») 


7,904,553 


39,170,457 


26,338,560 


15,388,000 
7,500 


88,809,070 


(•'Available  for  expenditure  in  1966-67. 

("Includes  $3,290,764  carried  forward  from  vote  5  and  $26,318,305  carried  forward  from  vote  6b  of  Department  of 
Labour  1964-65  estimates. 

("Includes  $12,463,500  carried  forward  from  vote  8b  Department  of  Labour  1964-65  estimates. 

<4'In  addition,  parts  of  appropriations  in  the  amount  of  $5,089,836  in  respect  of  the  Department  of  Agriculture  and 
expenditures  in  a  similar  amount  were  transferred  to  "other  loans  and  investments". 

H.  R.  BALLS, 

Comptroller  of  the  Treasury. 
Auditor  General's  Certificate 
The  accounts  relating  to  the  expenditures  as  set  forth  in  the  above  Statement  have  been  examined  under  my  direction 
and,  subject  to  the  comments  in  my  report  to  the  House  of  Commons,  I  certify  that,  in  my  opinion,  the  Statement  gives  a 
correct  summary  for  the  year  ended  March  31,  1966. 

A.  M.  HENDERSON, 
Auditor  General. 

(The  sections  referred  to  in  the  above  Summary  are  those  in  the  Public  Accounts,  Volume  II) 
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